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Ottawa, Ontario 
Monday, March 13, 1950. 


MORN ING oo. 8 55-10 N 


---The Commission resumed at 10.30 a.m. 
PROFESSOR J. L. McDOUGALL - Recalled 
EXAMINATION BY MR. EVANS:- (Cont.) 


THE CHAIRMAN: Very well, Mr. Evans. 

MR. EVANS: Q. Mr. McDougall, at the close of 
Friday you had been giving us your views as to the reasons 
against the removing of geographic disadvantages through 
the agency of transport charges. Having given us an 
indication of what you do not believe in, would you be good 
enough to indicate the principles that you believe in as 
necessary to make transportation the greatest possible 
service to the country? 

THE CHAIRMAN: Will you speak louder, Mr. Evans? 

MR. EVANS: I asked Dr. McDougall to say, having 
given us what he did not believe in, what he did believe in * 
as to the proper principles to make transportation of the 
greatest possible service to Canada. 

THE WITNESS: Why, I believe that transportation 
should be provided on some basis broadly related to the 
entire cost of producing it, modified by consideration of the 
ability of various forms of traffic to bear those costs. That 
any consideration of individual rates seems to give a picture 
of an unbearable complication; but it seems to me than any 
closer study of rate structure as a whole will show that 
it is in fact a coherent and consistent structure builtt 
up on that basis, and that nothing so complicated as thhat 
can be perfect, and therefore ought to be subject to 


continued study, aiming at its improvement. I believe. that 
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Canada will be better off if it sticks to the broad 
principles and refuses to be lead off into sentimental’ 

attempts + to substitute local political pressures for 
the hard but enduring economic principles as a basis for 
freight rate structure. 

MR. EVANS: Q. I am going to read you a couple 
of paragraphs from the Company's outline Submission, at 
page 36, paragraphs 31 and 32:- 

"31. Canadian Pacific submits that 

national transportation policy should aim at 

the maintenance of facilities adequate to 

Serve at all times a freely growing national 

economy. Total transportation costs should be 

as small a part as possible of total national 

income and should make no unnecessary or un- 

economic use of labour or materials. 

bas) Further, if\it.is decided that any 

industry or any part of Canada is to be assisted 

at the cost of the whole nation, subsidies, if 

and when given, should be certain in their 

effect and flexible in their administration. 

Transportation subsidies are, by their very 

nature, unable to meet these tests and should 

therefore not be resorted to.” 

Now, Mr. McDougall, you are familiar with the 
criticisms that have been made to the present freight rate 
Structure, which has been made by different parts of 
Canada. Do you find any general theory pervading these 
criticisms? 

A. Welld.si think, sir; that to a remarkable degree 


those who make those criticisms make two assumptions: first, 
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to assume that there is something unjust in a situation 
which leads to some part of Canada developing less 

rapidly than others; and second, in some fashion the rail- 
ways are chiefly responsible. 

@. Would you like to comment on that attitude? 

A. It is again a case of everybody wanting his bread 
with jam on both sides. The people of Saskatchewan, for 
example, seem inclined to resent the fact that there is not 
as much industrial development there as there is in the 
peninsula in Western Ontario; but they leave out consideration 
of the fact that Saskatchewan has enormous agricultural 
production in special lines, which cannot be duplicated 
in the industrial areas in Western Ontario. That, I think, 
is typical. It is a protest against a condition which is 
in a large part a consequence of natural advantages in 
Saskatchewan in agriculture, and which do not result from 
transportation factors at all. 

Q. You have said that it is typical of these 
criticisms. Would you comment generally in that connection 
on, say, the position in the Maritimes? 

A. The Maritimes have created a very stable society, 
productive as we all know of a very fine type of 
citizen; but as the Maritime Provinces are limited in area, 
and they have only certain forms of natural resources, 
I think it is inevitable that their economic and sociological 
conditions will be very different from that of British 
Columbia, or of the Edmonton district, where natural wealth 
is available on qwite another scale. And this has 
nothing to do with transportation. 

Q. To what do you attribute that? 

A. Part of it, perhaps the most powerful part is the 
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uncomprehended and unreasoning impatience. The Commission 
will remember Professor Stewart suggested that a proper 
comparison would be between Alberta and Kansas. 

MR. EVANS: That will be found at page 1994, 
my Lord: 

THE WITNESS: Now, Alberta in fact is today ~- as 
far ahead of Kansas, as it was a generation ago, although 
there is more than a generation difference in the periods 
of settlement. Even in their greatest discontent of present 
conditions - - 

THE CHAIRMAN: Q. You mean as Kansas was a 
generation ago? 

A. Yes; that is when there is more than the difference 
of a generation in periods of settlement. The proper 
comparison of Alberta today is with Kansas at least a 
generation back, and even in their greatest discontent 
with present conditions the people of Alberta do not use 
the violent language of the Kansas populists. The position 
of Alberta's economy today is so much better relatively and 
absolutely than that of Kansas a generation ago, that there 
is substantially no reason to envy Kansas; if Alberta's 
past is relatively good her future is still better. There is 
every expectation that the province will show an economic 
development which will in time outrun that of Kansas. 

MR. EVANS: Q. What is that part of the trouble 
attributable to? 

A. I think they are forgetful of dates; they make 
a direct comparison between a province in Canada and a 
major state in the United States, and they forget that 
they two did not start at the same time. What is more 


important is the failure to recognize that economic 
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development is a process taking place over a period of time 
and not a sudden and causeless phenomenon. A balanced 
economic development is not Something that can be whistled 
out of the vast deep like the Russian five-year plan; it 
takes place slowly, day by day; and out of respect for 
process comes results. People who look only at the results 
prove by that very fact their lack of knowledge of 

process from which alone the desired results can flow. 

Q. Do I gather from your answer that your opinion is 
that discontent of material progress in Canada is not 
justified? 

A. Well, when you consider the relative development, 
that is, relative progress,and not absolute levels, as 
measured by population increase and other indices, it 
seems to me we should in fact be optimists. There is not 
a part of Canada which has not been for many years now 
Showing economic expansion in excess of comparable areas 
of the United States. 

Q. Would you say, for example, that the Prairie 
Provinces had shown a reasonable rate of industrial and 
commercial expansion? 

A. Nes, sir. I am not:.going to take you.all through 
the exhibits, comparing economic progress in the Prairie 
Provinces to those in the Spring Wheat States. The Prairie 
Provinces show an increased percentage of employees of 
manufacturing industries in Canada, while the Spring 
Wheat States have for many years shown a decrease in the 
percentage of manufacturing workers. 

Q. Have you anything particular in mind in that 
connection? 


A. Yes, I would like to draw attention to the development 
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of modern, urban communities in the two areas. Where in 
a corresponding area in the United States will you find 
an urban community of the size of Edmonton, Calgary, 
Saskatchewan or Regina? Omaha is certainly no better by 
any standard than is Winnipeg, which is a corresponding 
community in a geographic sense. It think it is time 
Canadians dropped their inferiority complex. 

In that connection I point at least to the Maritimes, 
and say that while the population is increasing slowly, 
it is increasing more rapidly than in the corresponding 
states in New England. 

Q@. iI assume you do not forecast a duplication in 
Canada of the growth of the United States? 

A. Absolutely not. I am discussing it wholly in 
relative terms; the total resources and population of the 
United States are much larger than those of Canada - 
about eleven times in population, and more than that in 
developed economic production. That means that there are 
some forms of development in the United States which cannot 
be duplicated in Canada; certainly not now, and perhaps 
not ever. But looking at two countries, considering the 
type, the nature and desirability of their economic 
resources, I feel that Canadians can hold up their heads 
in pride. There just is not the ground for that kind of 
crepe hanging to which many of us are addicted. 

Q. Now, at page 39 of Part I, this paragraph 
appears:- 

"This is not solely the result of 

opening new lands." 

We had been speaking there in the Brief about the increase 


of population in Canada being relatively more rapid than in 
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the United States. The paragraph reads:- 
"It is very much more the result of the 

general development of the world economy, 

making it economical to increase the develop- 

ment of Canadian resources. So long as the 

Structure of world trade remains strong it is 

quite probable that Canada will continue to 

grow a little more rapidly than does the 

United States". 
Would you please comment on that paragraph? 

A. I think, sir, that that is a simplification: that 
a world which needs food stuffs and raw materials in 
increasing volume has been turning in an increasing degree 
to Canada as its source. Canada is in a very powerful 
position in the expanding world economy, and by no means 
only as a source of raw materials. Our people have shown 
a great ability in developing secondary industry, and as 
long as the world economy continues to expand, it is 
certain that Canada will continue to grow rapidly in 
population, in production and the establishment of a high 
standard of living. 

Q. To what then do you attribute these constant 
references to the terribly depressing conditions on the 


Prairie fifteen or twenty years ago? 


(Page 17770 follows) 
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A. Well, those references ere entirely justified. I+ 
was terrible. It was a combination of two things -- an 
adverse climatic cycle and adverse prices. The prairie 
provinces went through an appalling experience of poverty, 
but, although too many Canadians do not realize it, their 
poverty was reflected in general depression throughout the 
country. This did not result from transportation condi- 
tions; it arose from a world-wide breakdown of commerce. 

In view of the great increase in secondary production in 
Canada, and particularly the development of new forms of 
natur3l resources in the prairie provinces, it is quite 
unnecessary for us to look back to those days. We have 
every reason to look forward to a great expansion of the 
Canadian economy, and particularly that of the prairie pro- 
vinces. 

Q. Then I am going to read to you from page 45, be- 
sinning at a paragraph near the end of the page, the last 
complete paragraph: 

"The Suggestion is made that the economic indenend- 
ence of this nation has forced trade into East and West 
channels, when North and South movement would be normal, 
with ‘the result thet Canadien producers and consumers 
suffer from improperly high transportation charges. | 

Were this the case, it must be clear that the blame 
could not lie on Canadian railways, nor would there be 
justice or expediency in forcing Canadian railways to 
make the necessary compensation for any mistakes which 
may have been made in tariff policy, 

It is not the intention of Canadian Pacific to 
discuss tariff policy. The railway system was built 
efter broad national policies were established. The 
railways did not initiate these policies, nor were they 
initiated for their benefit. Accordingly, the reilways 
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can take no responsibility for defending them, nor the 
duty of examining them critically. 

What can be pointed out is that there is every 
reason to believe that trade in Cansds would still tend 
to move East and West not North and South in respect 
of many important commodities, were this country to 
engage in economic union with the United States. 

Wheat, for example, would still flow from the 
wheat growing areas to the Head of the Lakes or to the 
Pacific Coast, if economic union were established. 
Wheat from the Prairie might move to Duluth, instead 
of Fort William and Port Arthur, or to Seattle, instead 
of to Vancouver, The distance of movement would be 
substantially the same or Slightly longer, and the 
charge for moving a bushel of wheat would be more than 
doubled. 

It must not be forgotten that economic union 
between the two nations would, among other consequences, 
inevitably produce transportation charges in Canada 
Such as now exist in the United States. 

It would still be the case that motor cars would 
move to Western Canada from the banks of the Detroit 
River. Freight rates on motor cars from Windsor to 
Prairie points are cheaper than those from Detroit to. 
Similsr points South of the border. The same thing is 
true of agricultural machinery, and it is equally true 
of lumber, which moves from British Columbia to Central 
Canada more cheaply than does lumber from the United 
States Pacific Coast to the industrial areas of the 
Eastern and Central United States. 

The illusion that traffic has been forced into 
unnatural East and West channels in Canada is exploded 


by an examination of railway meps and railway traffic 
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Statistics of the United States, There has been the 

Same tendency to East and West movement in that 

country, in the sreas contiguous to C.nada, and there 

is no reason to believe that therewould have been any 

Substantial alteration in the internal trade pattern 

of either of the two countries, if they hed developed 

8S a Single economic unit. Notable exceptions to 
this might very well have been a failure to develop 

Canadian seaports and Canadian industrial and com- 

mercial centres to the present extent." 

Now, I understand that you have examined railway maps of 
the United States and Canada, and that you are fully 
familiar with the ergument developed in that portion of 
the brief which I Have read. Would you like to comment 
on thet, Mr. McDougall? 

A. Yes, I think that examination of those railway 
maps will indicate that the transportation development tp 
the northern part of the United States has been very much 
like that in Canada. The Great Northern, the Northern 
Pacific, and the Chicago, Milwaukee, St.Paul & Pacific, 
sre all east-and-west railways. They have responded to 
the demands of the economy which they serve just as have 
the transcontinental railways in Canada. There has been 
no tendency to develop a north-south treffiec on eny great 
Scale in that srea. It is only after you get down to 
Kansas City that you find the transportation economy ¢n the 
United States with some elements of a general north-south 
tendency. Your submission well develops that situation. 
It is one in which economic union of the two countries 
would not have produced a major alteration in the Canadian 
transportation pattern, except thet the much higher U. S. 
freight rates would prevail in Canada. 


Q.- Do you know of any case in which the national 
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policy of Canada has tended to force trade in east-and- 
west channels? 

A. Yes, I think there is one case. As a result of 
national pressure, the port of Portland, which hed been 
used by the Grand Trunk as its winter port, was abandoned 
in favour of Canadian Atlantic ports. 

THE CHAIRMAN: Q. Do you mean Portland, Meine? 

A. Portland, Maine, yee, Sir, The ‘Maritimes, how- 
ever, notwithstanding that they were the beneficiaries of 
this abandonment and re-routing, have complained and are 
complaining that they are suffering because the tariff 
policy forces them to look to Central Canada for their 
markets and their Supply of manufactured goods, 

MR EVANS: Q. Now, what is your view as to whe- 
ther Canadian railways have done what is necessary to 
correct this difficulty? 

A. Well, I think they have gone as far as they can to 
correct any disadvantage that the Maritimes suffer under. 
For example, the comparison was given of the rates on 
potatoes from Maine to Buffalo as against the kee from 
New Brunswick to Toronto. The Maine potato producers cannot 
reach the markets to the south of them in their own country 
at rates anything like as low - as are applicable between 
the Maritime Provinces and Central Canada, except possibly | 
where water competition such as exists between the Msine 
coast ports and Philadelphia, for example, has brought about 
reductions in rates. 

Q. Then did you want to refer to the table at page 54 
of the Appendix to Part I? 

A. I think that was the one I hadq in mind. 

Q. Is there anything you wanted to say especially 
about that table? 


A. Well, I see there the rates from Houlton, Maine, to 
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Buffalo, New York, 91¢ on a 36,000-pound minimum, end from 
Woodstock, New Brunswick, to Toronto, Ontario, 46¢ on 3 
35,000-pound carload minimum, 

Q. Where did you see that 464? 

A. That is the ninth item dow the page, the fourth 
commodity. 

Q. Yes, Woodstock to Toronto; it is in the same line 
as the Houlton, Maine, to Buffalo, 91¢, and the correspond- 
ing rate for se similser distance in Cenada, Woodstock, New 
Brunswick, to Toronto is 46¢; that is what you have in mind? 

A. Yes. 

Q@. Now, I want to read you another paragraph from 
pege 47 of Part I of the Orier , 

COMMISSIONER INNIS: Q. I was going to ask, you 
have not made any comparison as to the prices of potatoes 
in those particulsr transactions? 

A. No, I have not; but, in so far as this is 2 railway 
problem and not a problem of the whole economy, I do not 
know what the railways can do sbout prices in Toronto. 

Q. I am not saying they can do anything, but I am 
Suggesting that prices of potatoes in the two regions might 
involve a difference, 

A. Well, American potato prices are a good deal in 
the newspapers these days; I judge they are higher, but I do 
not know by how much, 

Q. Well, you have not looked into that? 

A. No. 

MR EVANS: Q. The paragraph I am about to read 
follows the paragraph I finished reading a few minutes ago: 
"In discussing this question with reference to 

Western Canada there sre many references to the fact 

that Canadian railways pass through s wide unproductive 


area North of the Great Lakes. So they do, but the 
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burden of overcoming this disadvantage is no greater 

then if the alternative route through the United 

States south of the Great Lakes hed been used. That 

burden has not caused railway rates between Central 

and Western Canada to be as high as those on the more 
fortunately situated railway lines in the United 

States. This Clear from the table of rates at 

pp. 52-53 of the Appendix." 

Now, Mr. Jefferson commented on that from the standpoint 
of the traffic department; would you care to comment on 
that paragraph? 

A. Well, I think, sir, the obvious answer is the 
comparison of rates on the east-west movement in the two 
countries which are before the Commission. It is per- 
fectly true that the Canadian railways would have had an 
easier time and a more profitable early life if they had 
run south of the Great Lakes, but the railways, not the 
economy in general, have carried the burden of this added 
cost of running through an unproductive area. The policy 
has paid off to a certain extent, for the unproductive 
area is now producing more per mile in the way of traffic 
than do the prairies. Canadian railways still have an 
extra burden which they and not the economy have to bear 
in this matter, but the over-a311 wisdom of the policy in 
the national interest would seem to have been demonstrated. 
If the outlet and inlet for traffic between Western 
Canada and the east were through Chicago and not through 
Winnipeg and the north shore of the lakes, Western Canada 
would not be getting as low rates as it is getting today, 
and the development of Canada as a nation would almost 
certainly have been much delayed if not completely in- 
hibited, 

Q. What do you mean by that, Mr. McDougall? 
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A. Well, I mean that Ontario, Quebec and the 
Maritimes would have been deprived of the advantages of 
having Western Conada in economic union with then, 
without Western Canada having obtained any adventage. 
Indeed, Western Canadas under such a system would, to the 
extent that transportation charges are a factor, have 
been worse and not better off than they are at present, 

Q@. Well, is there eny suggestion in your mind that 
Canadian railways have in this way been forced to accept 
undue burdens so that Canadian industry should be 
developed? 

A. No, sir, there is not. There has been a burden, 
but I think it would be wrong to cell it an undue burden. 
Over the long run the plan has worked out well enough. 

Any net disadvantage to Cansedian railways does not 
esrise from past national policy but from the delays in 
adjusting freight rates in this country in periods of 3 
general increase in prices. In any event Canadian rail- 
ways have no responsibility for national policy.) Their 
business is simply to provide the country with adequate 
transportation facilities. Putting aside the special case 
of Canadian National, which arises from the history of the 
rallways out of which it was constituted, I think it is 
quite notable that Canadian railways have not complained. 
of their obligation to provide the nstion with transporta- 
tion services, even though they have done so more cheaply 
than American railways have served the United States. 

Up to the outbreak of the first World War rail- 
roading was economically successful in Canada at the 
freight rates which prevailed. During and following that 
war, in striking contrast with present conditions, railway 
rates were allowed to rise in accordance with 4». general 


price increase. Rveilroading in Canada continued to be 
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8 profitable enterprise. In accordance with general con- 
ditions freight rates were decreased after the first World 
War, but it wes not until 5 general depression settled 

on the country that railroading in Canada became unprofit- 
able, a condition which has continued since then with the 
exception of the temporary boom toward the middle of the 
second World War. Even during the depression Canadian 
railways, unlike those of the United States, did not follow 
a policy of increasing rates, 

Qe You care referring there to the applications that 
we have discussed here before the Interstate Commerce Com- 
mission in 1931, 1932, and so on? 

A. Yes, the successive increases that came in the 
L930 's3 

Q. Now, do you think there is any reason to think 
that the business of rail transportation in Canade will be 
necessarily unprofitable in the future? 

A. No, sir, I do not think there is any ground for 
thinking it will be unprofitable -- far from it. I believe 
that experience demonstrates that, provided railway charges 
for service are permitted to rise and fall when there are 
great general rises and falls in price levels, railroading 
will be profitable in Canada whenever the country is in a 
Sound economic condition. Canadian railways have the 
Single task of providing the nation with ° transportation 
Service in the circumstances which exist at any given time. 


They have proven themselves capable of doing this, and with 


‘the lowest charges which exist in any modern nation. 


Q. What do you consider to be the major problem of 


transportation in Canada today? 

A. I think the major problem is that of permitting the 
railways to participate in national prosperity, exactly as 
they are compelled to share in the national difficulties. 
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Q. Then I am going to read to you further from the 
brief, beginning at the bottom of page 48 of Part I, the 
very last line: 

"However, Canadian Pacific submits thet there are 
6rave reasons for feeling that it is not desirable to 
attempt to sid the economy of any srea of the country 
by transportation subsidies, 

There is no reason to believe that this method of 
assistance to any area encourages normal and desirable 
economic development in that area, and, indeed, the 
effect may be in quite another direction. This plan 
may produce the establishment in any area of industrial 
or other developments which are not economically justi- 
fied. It may lead to an undue emphasis on the produc- 
tion for sale in other areas of unprocessed raw 
materials which, under some other plan, might contribute 
more effectively to economic progress were they to be 
processed within the srea. 

If it be accepted -- as was the case in the studies 
leading to the passing of the Maritime Freight Rates 
Act -- that any particular area of Canada is at a 
general economic disadvantage 8s compared with 
the rest of the nation, then Cenadian Pacific submits 
that any subsidy granted by the Dominion Government for 
the relief of this condition should be distributed to 
all economic interests within the area according to 
their needs. In this way, there would be no tendency for 
the use of such a subsidy to direct the economic 
activities of the area in any particular direction, but 
all activities within the area would be given assistance 
where necessary. 

The argument is that assistance to the economy of 


en area by means of 3 transportation subsidy tends to 
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Stimulate those industries in whose affairs transport- 
ation costs are a large factor, in preference to those 
industries in whose business the burden of transporta- 
tion is a small one. Such 3 System, while possibly 
Stimulating certain forms of economic activity, may 
actually deter the creation of @ fully rounded economy. 

Canadian Pacific has no Suggestion to make for any 
perticular method of distributing such a Subsidy, but 
does believe that, on full investigation and consider- 
ation, it will be decided that itshould not be 
distributed in respect of one specific factor, such as 
transportation of goods within and out of the area. 

The further, and fatal objection, in the opinion 
of Canadian Facitic, tc the principle of transportation 
Subsidies is that it can only end in vicious competition 
between various reas, transferring transportation costs 
from those who use transportation to the taxpayers at 
large. 

If there be two areas, A and B, which trade with 
each other, and if the goods which A ships to B receive 
a subsidy in respect of transportation, to the edvantage 
of economic development in ares A, then every argument 
Will exist for their being similar treatment applied 
to the shipment of goods from area B to area A. In such 
circumstances 211 that would occur would be a subsidy 
from the taxpayers of the two areas, aS well as all 
taxpayers of Canada, to the transportation of goods 
between the two sreas -- creating the unfavourable 
effect of all general subsidies on transportation, 
in the direction of causing unnecessary use of this 
service, and thus imposing an unfortunate burden of 


wasted effort om the economy es a whole," 
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which I have just read? 

THE CHAIRMAN: Pardon me a moment before Mr. 
McDougall answers. I do not know just how far you are 
going. Are you talking so far only of the future, or are 
you also aiming at what has already been done since the 
Maritime Freight Rates Act? 

MR EVANS: Nos birt T think our brief ia quite 
clear on that. We do not ask that the Maritime Freight 
Rates Act be done away with. We say in our brief that it 
may well have created interests which it would be unfortun- 
ate to disturb -- they have relied on it -- but we do 
attack the principle, and we ask in the brief that the 
whole matter of subsidies should be treated es something 
to be avoided. Certainly a transportation subsidy we feel 

is the wrong way to go about it. 

THE CHAIRMAN: Would that apply also to the 
feed grain freight--- 

MR EVANS: Well, it applies in principle to every- 
thing that involves transportation--- 

THE CHAIRMAN: You think those various things were 
mistakes, then, that other measures ought to have been 
taken? 

MR EVANS: With respect, I would say so. With 
respect to those who thought otherwise, I think they chose 
perhaps what might have been an easy method of providing 
relief they thought should be granted, and I am not sug- 
gesting that the relief ought not to have been granted in 
some form, because I have not made a study of those 
things. 

THE CHAIRMAN: You do not say what form the 
relief ought to have taken? 

MR EVANS: We do in our brief. We do not say 


what form it should have taken in those cases, but I think 
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you could apply the principle we ergue for, 

THE CHAIRMAN: It is the cases, you see, that 
raise the questions. 

MR EVANS: Well, sir, for instance, we will say 
what we think the principle ought to be, and if it was a 
mistake to have done what was done, then I suppose it 
follows that it should have been done the way we said in 
the first place. 

THE CHAIRMAN: In that case, then, you must have 
in mind a principle which would be applicable to all cases. 

| MR EVANS: Yes, sir; although we do not ask that 
those interests which have benefited from the Maritime 
Freight Rates Act be disturbed by having that Act removed 
today. 

THE CHAIRMAN: Nos; I understand. You seem to 
indicate that there have now been crested certain vested 
interests under that Act. 

MR EVANS: Yes. 

THE CHAIRMAN: And you would not distrub them 
without careful study. All right, then; perhaps we can get 
your principles. 

COMMISSIONER INNIS: With regard to paragraph 
32, Mr. Evans, would it be fair to interpret your position 
by saying that you would not agree to the substitution of ‘the 
words "to the advantage" for "st the cost"? 

MR EVANS: I am sorry -- paragraph 32? 

COMMISSIONER INNIS: Supposing you read: 

"Further, if it is decided that any industry or 

any pert of Canada is to be assisted at the cost... 

MR EVANS: On; yes, i "see. 

COMMISSIONER INNIS: I was wondering whether your 
view was so strongly entrenched that you would resent the 


Suggestion that it might be assisted to the advantage of 
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the whole nation. 


MR EVANS: I would like to think about that. 
Of course, I would not resent the Suggestion, sir. 


» « «- is to be assisted ta the advantage of the whole 
nation. . ." -- well, I am not sure of the implications 
of that. Of course, it must be assumed that if you are 
going to assist an industry at the cost of the whole 
nation, there must be some advantage to the whole nation 
in doing that; otherwise you have got e pretty difficult 
bargain for the taxpayer. But I do not know how far I 
could--- 

COMMISSIONER INNIS: Well, you do concur in the 
general view that there is the possibility of advantage; 
you do not rule out subsidies entirely. 

MR EVANS: No; I think this must be said: For 
example, our position in connection with the grain rates 
is this, that if the producer of grain in difficult times 
needs assistance, we recognize that there may have to be 
Some assistance given, and I ssume that it must be con- 
Sidered that it is to the sdvantage of the nation to give 
it, otherwise it would not be given; but whether the words 
are interchangeable in that context, I would like to give 
Some consideration to that. 

COMMISSIONER INNIS: The Chairmen was suggesting 
a reference to the Feed Grains Assistance Act; how would you 
regard that? 

MR EVANS: Well, if it became necessary to sub- 
sidize the farmer using feed grains, then we think that 
the way to do it is to subsidize the industry, and not pay 
pert of his transportation costs. 

COMMISSIONER INNIS: But you would be doubtful 
whether it is necessary? 


MR EVANS: Well, I haven't any view on that at 
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@11. I have no ides of it myself, and I do not know that 
our witnesses have expressed any view sbout it. 

THE CHAIRMAN: Then does the principle to which 
you referred a moment ago mean this merely, that in such 
cases it is the industry that should be Subsidized, and not 
the railway? 

MR EVANS: Yes. 

THE CHAIRMAN: That is the whole thing? 

MR EVANS: Yes; and I think Mr. McDougall was 
going to express some views on that very subject. 

THE CHAIRMAN: Yes, we have already heard it. 

MR EVANS: May I go shead? 

THE CHAIRMAN: Yes, 

MR EVANS: QQ. Having heard read those sections 
of the Canadisn Pacific brief dealing with the question of 
Subsidies, whet view have you to express to the Commission? 

A. I am in full egreement with them, sir. The Com- 
mission will have noted that it is Provincial Administrations 
which have taken the lead in demanding subsidies to railway 
Services, becasse of some alleged need of assistance to the 
people of those provinces. It seems to me that the important 
thing is that the suthorities who see the need for these 
Subsidies should, if the subsidies be grented, be given the 
responsibility of distributing them. If it be true that ony 
part of Canada needs a subsidy from the rest of the nation, 
then surely the distribution of this subsidy should be left 
to those authorities which demand it. 

Q. What do you say as to the distribution by 2 central 
authority of such subsidies? 

A. I think it is particularly desirable that central 
authorities should not distribute them, because they sre too 
far removed from the community which receives them. There is 


no more reason to subsidize the people of eny part of Canade 
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in respect of transportation than in respect of any of 
their other costs, 
. THE ZCHAIRMAN: Q. Pardon me. Where should the 

money come from? The Parliament of Canada? 

A. Well, if you make a netional decision it is bound 
to come from the Parliament of Conada, 

Q. But then the Government of Caneds Should not have 
anything to do with its distribution? 

A, Yes; on the ground that the closer you get to the 
grass roots--- 

Q. I beg your pardon? A. On the ground that the 
closer you get to the grass roots, the more economically 


the job of distribution will be done. 
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Q. Well, would you have the Provincial Governments 
Spend the money voted by Parliament? 

Be Yes, L. think. so. 

COMMISSIONER ANGUS: 9. When you say subsidies 
should be given to the industry, are you including or 
excluding the possibility of its being regional? 

A. Iwas considering the position of regional industry, 
yes. 

Q. For example, a subsidy to potato growing in one 
province, but not potato growing in another? 

A. Yes, I think so. After all we reach closely enough 
to that condition now to make one, VES. welt, Chis, 1s ons 
way in which you are attempting to help a region, it is 
help to a region that I am thinking of, not help to potato. 
growers as such. 

Q. Weil,;politically is it not a little easier to 
defend transporaation subsidy than it is to defend a 
regional industry subsidy? 

A. I don't know whether it is easier to defend....is 
it not simply that it is a little bit easier to distribute? 
In logic I think it is always easy to defend; but if you 
hitch the giving of a subsidy to something that seems to 
be relatively fixed objectively, you can get away with it 
a bit easier. 

Q. Have you anything in thee connection to say about 
whether that kind of subsidy is more or less likely to 
become permanent, having regard to Dr. Angus's point? Is 


there anything in that? 
A. Yes, I think there is; just because the railways 


are big, and because one of them can turn eventually to the 
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Government people feel that if they once get their hooks 
into it they need never take them out. 
MR. MacPHERSON: Q. It would work both ways? 

B.S, -Tdon't think dd. provided that the Board of 
Transport Commissioners - - 

Q. Some of us think it works both ways. 

MR. EVANS: Q. You were saying that there was 
no more reason to subsidize the people in any part of 
Canada in respect of transportation than in respect of any 
other of their costs. Have you anything further to say 
as to why there should not be a transport subsidy? 

Hr veg, 40, Str; i do think that transport costs 
have not risen in step with other costs, and there is every 
reason to believe that subsidies if paid should not be in 
respect of ‘transport. 

Q. What do you say as to the Board of Transport 
Commissioners being the medium of distribution in a transport 
subsidy? 

A. I don't think it is a suitable body to distribute 
Subsidies. That body would be charged with this duty under 
many of the suggestions offered to this Commission. Nor 
Shoutd the railways be compelled to assume that responsibility, 
for it would bring with it charges that they were favouring 
particular industries. Subsidies are bad per se, but they 
are less offensive when they are distributed by local 
authorities. 

COMMISSIONER ANGUS: Are you considering the 
Board's distribution of subsidies to industry, or the 
distribution of transport subsidies? 

A. Distribution of transport subsidies, which is, 


I take it, what has in fact happened under the Maritime 
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Freight Rates Act. They certified a normal rate, and then 
the shipper pays less than that. 

Q. Well, do you consider that by certifying the 
normal rate the Board is distributing a subsidy, or that 
it was simply carrying out the duty of a measurement in 
accordance with which subsidy is being distributed; that 
it is giving effect to government policy rather than to 
making a policy? 

A. But with every passage of time it becomes less 
and less an objective measurement, and more a problem of 
polley. 

Q. The normal rate? 

A Yes,,,0ir. 

Q@. Could you illustrate? 

A What was the normal rate of June 30, 1927, was 

an objective fact; it was charged and it was paid. But when 
you come to say what should be regarded as a normal rate 
at June 30, 1950, you are just twenty three years away from 
your last solid base where charges were made and people 
paid. 

Q. Do you mean when the Board fixes the normal rate 
it actually hears evidence about industries and their 
needs? 

A. I don't believe so. 

Q. Well, in that case is the distribution of subsidy 
in accordance with those things? 

A. I was wanting only to say that it became a more 
and more rarified and theoretical calculation, as you move 
away from the base where the normal rate was the rate 
actually paid by the shipper. 

THE CHAIRMAN:Q.You mentioned a while ago that 
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Subsidies are distributed more efficiently and properly 
when done locally? 

Beet eo. 

Q. Have you any instances of that in the past -history 
of subsidies? 

A. Well, not -"-~ 

Q. I am talking of subsidies voted by the Parliament 
of Canada. 

A. Not as to subsidies, although the nearest parallel 
I can find is in the use of relief funds in the 30's: that 
the closer you got to the grass roots, the more intelligently 
was the money distributed. I can point to particular 
rural municipalities in which there were no relief payments 
just because you had a particularly effective - I have 
forgotten the name of the Township officer - who would see 
to it that nobody was gravely hurt, but equally that people 
were not sitting around building up relief claims in lieu 
of work. 

COMJISSIONER INNIS: Q. Was there not very close 
Supervision by the Federal Government over expenditures 
even under those conditions? 

A. I am not denying they did perhaps; I am merely 
Saying that if municipalities did not actively co-operate 
a great deal slipped through the screens. 

Q. It seems to me that you are rather supporting a 
violation of what is fundamental practice, that the power 
that controls the purse, which controls the collecting of 
taxes, should control expenditures? 

A. If you want to say that I do not like subsidies, 
and therefore would like to keep it to the absolute minimum, 


yes, you-are’ quite right: - I don't. 
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THE CHAIRMAN: Go on, please. 

MR. EVANS: Q. I would like to read from Part I 
of the Brief, at page 55, the paragraph beginning "Incidence 
of Freight Charges". 

"The Commission will have noted the 

frequent statements from various sections and 

interests that each of them pays all the freight 

on everything bought and everything sold. 

Canadian Pacific urges that there should be 

wise counsel given to the nation on this point; 

that it should be made clear that this state- 

ment is true of no one; that the incidence of 

freight charges is on the economy as a whole; 

that it is totally impossible to draw lines on 

the map, or to establish distinctions between 

groups or individuals, and to assert that this 

area, that group, or a certain type of indivi- 

dual is more burdened by transportation costs 

than is some other." 

Mr. McDougall, do you think it is impossible to say 
that any particular occupational group, or any particular 
area, pays the transport charges on what it buys and on 
what it sells? 

A. No, I cannot accept that. Transportation is one of 
the costs of production. In the long run, it is borne by 
the consumers. That sholld be obvious. The price at which 
anyone buys anything includes all the cost of producing iv, 


unless it be produced at an actual loss, which certainly 


cannot go on for long. 


Q@.How about the short run? 


A. In the short run, when demand is strong, then the 
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whole cost of production will be passed on by the producer 
to the consumer. If, however, the demand is weak, the 
producer may not feel able to do this; but, in such cir- 
cumstances the price which he obtains will be set by 

general market conditions, and a reduction in transportation 
charges will not be left in his hands. The trouble will 

be one of the difference between prices which the market 
will pay and total cost of production, not particularly 

in transportation costs. 

The community as a whole bears transportation charges. 
In 1947, the latest year for which full statistics are 
available, gross freight and switching revenues of all 
railways amounted to about 4.5% of gross national product. 
This is much too small a share in the total to be an 
important factor in economic conditions, as some evidence 
to the Commission would suggest. It may also be suggested 
that it is much too small to provide a base for subsidizing 
other and larger sectors of the national economy. 

Q. Now, in particular what would you say about the 
statement that farmers pay all the freight on what they 
produce and on what they consume? 

A. It is a very doubtful statement indeed, sir. I 
hesitate to say so, but I think it tells a good deal arbout 
the state of mind of those who make it - - 

THE CHAIRMAN: Q. It tells you what? 

A. It tells a good deal more about the state of mind 
of those who make it than it does about the facts. I 
think it really has no place in economic discussion. A. 
farmer in British Columbia who sells apples cannot pay the’ 
freight if the farmer in Saskatchewan who buys them also 


pays it. Farmers are not a known and identifiable class 
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of people who will pay more in a Store than you or I will 
pay. A large percentage of all the goods which farmers 
buy is purchased by them in communities in which they are 
Simply so many members of that community, and this tendency 
for farmers to buy where other people buy grows as motor 
transportation and other forms of travel increase. Transporta- 
tion costs are paid by the country as a whole and collected 
in the prices which consumers pay. 
MR. EVANS: Q. Do you think these claims are 

fair or otherwise? 

A. Why, sir, my sense of fairness is offended by some 
of the claims. Most of these clatms are made 
by people who till rich soil. I Suppose there are few 
areas in Canada so well served by railways and highways as 
is the territory north of Kingston, where I live. It is 
mid-way between Toronto and Montreal, and therefore is near 
what are regarded as the best markets in Canada. It has 
been settled for a century and more. Yet, none of it is 
prosperous, and some of it is on the edge of -poverty, 
because the soil is thin and poor. The fact that the 
farmers there are located in the very centre of Canada dees 
not make them rich; and if subsidies are to be paid to ) 
farmers on good soil, who are at some transport disadvanttages 
then some part of that Subsidy will have to be paid out 
of their poverty by the farmers north of Kingston. 

Q. What about the suggestion that farmers live 
a distance from their markets....? 

A. Well, it is true they are at a distance, but it 


their 


is also true of 2 great many others, who buy goods 
with 
and supply them/services,.... It is one of the inevitable 


consequences of regional specialization. 
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Q. Now, I want to turn to another Subject, Mr. 
McDougall. What is your view as to the use of the cost of 
service principle as the basis of rate making in this country? 

A. Well, I don't think, sir, that it is an acceptable 
basis. 

THE CHAIRMAN: Q. You do not think so? 

A. I do not believe it is an acceptable basis. [I 
know of no place where the attempt to make rates solely 
upon this basis has ever been made. It was discussed as 
early as a century ago, and discarded. 

MR. EVANS: Q. Have you any reference there? 

A. Yes, there was an English Committee on railways; 
the year has slipped my mind....A House of Commons Committee. 

Q. What do you gather from the failure to give effect 
to that? 

A. The fact that the nearer one comes to applying it 
the more obvious would the disadvantages appear. I don't 
think it is possible to apply it with benefit in any economy. 
I know that railways in new countries like Canada could net 
have been built as early as they were if they had been 
compelled to make tneir rates upon a purely cost basis. 

I feel confident that the railway network which was finally 
established would have been much more restricted in its 
extent if the individual rates were based solely upon cost. 
I cannot think that this country would. put up with such 
Stringent limitation on development of new areas as that 
would involve. 

Q. What would you give as your most important reason 
for that view? 

A. Well, I think the most important reason is that 


goods vary ‘greatly in their demand for transport. 
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The demand for transport on goods of high value is likely 
to be such that no rate increase which has been suggested 
would be likely to change the volume of movements, because 
of the relatively small proportion of the selling price of 
those goods that is represented by cost of transport. The 
demand for transport for low value goods is such that any 
increase in the cost of transport then may easily reduce 
the movement to a mere trickle because of the relatively 
large proportion of the selling price of these goods that 
is represented by cost of transport. 

Q. Do you regard the high rate on high value goods as 
merely subsidizing the movement of low value goods? 

A. No, I think the situation may well be the reverse; 
because it is true that the high value goods are going to 
move anyhow, that cannot be so. The low value goods moving 
at lower rates may not make an equal contribution per ton 
or per ton mile to the overhead, but they can make some 
contribution, and one that would be lost entirely if the 
traffic dried up because pure average cost rates were 
instituted. 

In that situation the high value goods would alone 
bear the overhead costs, and their rates would therefore 
be higher, not lower, as a result of lower rated goods 
not being carried. It should be particularly remembered 
that the movement of low value goods is a basic factor 

in the economy of the nation, and any policy which would 


inhibit or -reduee the movement would inevitably disturb 
the demand for and the movement of higsh value goods. There 
can be little doubt that/dost of service principle would 
have a serious affect upon many estab/lished industries in 


Canada. 
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Q. Have you any particular example in mind? 

A. Yes. I think the Commission will remember the 
stove manufacturers from Sackville, N.B., who were making 
Stoves, and who used materials which were brought in from 
Ontario points, and whose major markets lay west of Montreal. 
If they were charged the full average cost on incoming and 
outgoing freight, they would probably lose a large part 
of their present market. Now, businesses of that kind are, 
in their aggregate,important. And they only continue to 
exist because the rate structure is not rigidly tied to 
cost. 

Q. Mr. Brown, a witness for British Columbia, gave 
evidence in support of the cost of Service principle. He 
dealt with it first as’ ’s principle, and then suggested some 
mathematical and statistical proof of his theory. Now, I 
would like to ask you first to comment upon the generalities 
of Mr. Brown's evidence. 

A. Well, as I understood the Suggestion of British 
Columbia, it was that the rate Should be based more nearly 
on the cost of service principle; at the same time, the 
value of services principle was eondemned on the ground that 
the function of the regulatory tribunal ,in measuring 
reasonableness of rate under that principle is purely 
Subjective. 

He apparently thought, therefore, that since the cost 
of service principle Was concerned Only with the 
cost of providing the service, an objective test was readily 
provided for the regulatory tribunal by which to measure 
the reasonableness of rates. 

This would seem to suggest that what Mr. Brown is 
advocating is not merely that the rates should be fixed 


more nearly on cost of service principle, but that they 
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should be fixed absolutely on a cost of service basis. 

Q. Do you hold any opinion as to the way in which the 
value of service principle could be applied? 

A. Well, if the value of service principle is 
correctly applied it will assure that each commodity, or 
group of commodities, will bear the average variable cost 
attributable to their movement. It follows that if Mr. Brown 
were right in his view that the costs which are variable 
with traffic are a Substantially higher proportion of total 
cost than has been considered to be the case, the value of 
service principle need not be abandoned to reflect this 
condition, 

Q. What does it mean then? 

A. It only means that the minimum rate which is 
compensatory must be higher than people formerly thought. 

Q. Have you any general comment on Mr. Brown's 
condemnation of the value of service principle? 

A. Yes, sir, If I interpreted him correctly, he must 
either condemn the value of service principle outright 
in favour of the adoption of the cost of service principle, 
or he must admit that the value of service principle 
is sound. 

Q, I gather from that, that you say there is no half 
way between those two? 

A, No, I believe there is not. 

Q. Other than so far as the cost of service is 
represented in the value of service principle? 

Ag, «Yes... 

Q. How does the element of cost enter into the 
value of service principle? 


A. Well, under the value of service principle the 
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element of cost which is primary is the out - 

of-pocket cost,which is in reality the average variable 
cost, thus, provide a floor below which the rate fixed 
on the value of servicee principle must not go. 

Q. Now, is there another element of cost in the value 
of service principle? 

A. Yes. Under the value of service principle the 
maximum rate of return allowed by the regulatory tribunal 
to the railway providing the service must not be exceeded; 
and this, in effect, sets the upper limit beyond which levels 
in total resulting from rates fixed under the value of 
service principle may not go. 

Now, in the area between that lower Vins,” the out-of} 
pocket cost, and the upper limit fixed by the total permissable 
rate, the value of service is the only practicable guide. 
in applying’ 4 tala the advantages obtained by using the cost 
of service principle will be gained to give the necessary 
Plekiolqity. 

Q. The suggestion seems to be made that there can be 
Some kind of combination, or as Mr. Brown put it, more 
nearly on the cost of service principle. Have you anything 
further to say about that? 

A. The cost of service must provide the floor below 
which the rate cannot go; and actually, the cost of service 
is a factor in establishing the total rate to come into 
consideration where the maximum rates are being considered. 

The total cost of service, therefore, always remains 
the ultimate limit in establishing rates; but the value 
of service is the working principle which sets the rates on 
individual commodities within those limitations. It is 
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user of the railway service because of its flexibility, 

and in the interests of the railways because it is only 

by the use of this principle that the railways can hope to 
obtain adequate revenues where they ean be found. 

Q. Would you comment, or give us your view, as to 
such a major change from the present System, and what the 
effect would be on the economy? 

A. Well, the whole economy has been built up ona 
rate system based on the value of service Principle, 2rd 
would expect that any major alteration in it would involve 
a very major reorientation of the economy. 

Now, I do not think it is possible to fully visualize 
the degree of disturbance, nor the duration of such move- 
ment, but it seems reasonable to say that no matter what 
the estimated benefits might be - - and for myself I think 
they would be negative rather than positive, they would not 
be sufficient to compensate for the dislocation involved 
in the change-over. In the result the so-called cure would 
be worse than the alleged disease. 

COMMISSIONER INNIS: Q. You make a distinction 
then between what one might call the Canadian Pacific cost 
of service and the British Columbia cost of service? You 
Seem to be using the same term to cover two different 
things? 

A. If I understood Mr. Brown, he started off with the 
cost of service on the ground that there were no fixed 
costs, that all costs were variable, ‘and therefore there 
was no basis for a spread of rates beyond those that were 
justified by difference in loading characteristics. Now, 
what I am saying is this - but first, perhaps I should say 
that I just do not believe that his statistics tell him 


what he thinks they tell him 
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about the absence of constant cost...But leaving that one 
aside for the moment. Once you talk about moving more 
nearly to the value of service principle - - rather, more 
nearly to the cost of service basis - - then I think you 
are in fact dragging in by the back door what you threw out 
the front. You are really taking the cost of service, 
which is the minimum under the value of service principle, 
and then trying to work out something beyond that. I think 
there is an inherent contradiction in his position. 

Q. I am just wondering whether you are using the words 
in the same sense; whether logically you should not 
abandon the words "cost of service" in your general inter- 
pretation. I don't think that is what the British Columbia 
people mean. 

MR. EVANS: I am not sure that I follow what you 
have in mind, Dr. Innis. 

COMMISSIONER INNIS: Well, as far as I understand 
it, the British Columbia Brief was that the cost of service 
1s something that can be worked out. 

Q. And now, as I infer it, you think the cost of 
service is something which can also be worked out, but for 
a different purpose? | 

A. Oh, I think you can be quite clear, or reasonably 
clear, about what your out-of-pocket costs are. 

Q. Wouldn't it be less confusing to abandon the words 
"cost of service " from the standpoint of your interpreta- 


tion? 
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Ae, Well, if you will Suggest an acceptable term I 

will adopt it. I think thet is my difficulty. 
Q. Well, out-of-pocket or allocable costs. 

MR EVANS: I think perhaps whet Dr. Innis has in 
his mind is that cost of Service is either the full cost or 
Lt.ls. not .an in part cost. Cost of service embraces every- 
thing; is that what you--- 

- COMMISSIONER INNIS: Well, I am thinking of the 
British Columbia position as I understand ah we 

MR EVANS: Well, if the is eny confusion in 
this terminology, does it help to say this, thet the cost 
of service is an element in the value of service? Now, it 
does not follow that you follow, as British Columbia does, 
the idea of having your rates reflect only the cost of 
Service. Does that creste confusion in your mind? 

COMMISSIONER INNIS: Well, I think if you use the 
word "cost of service" you to some extegt concede British 
Columbia's position. Here ig something which epparently 
has content, it is Something whien is worked out to its 
logical conclusion, whereas the way in which it is being 
used would suggest thet it ought not to be referred to as 
such at all, it ow y to be referred to 3s simply allocable 
costs or out-of-pocket costs or whatever you like. 

THE WITNESS: Well, would it meet your difficulty: 
if we took those sverage varifble costs on the one hend and 
all-in costs on the other? 

COMMISSIONER INNIS: Well, I don't know that it is 
my difficulty so much as it is yours, 

MR EVANS: If you are in any difficulty as to our 
view, and our friends of British Columbis heve any ides that 
we have admitted the validity of their case, because we use 
that term "cost of service", I can tell my friends that we 


do not. I am sorry I have not made that clearer. 
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Q. Now, you have been telking sbout this question of 
principle; have you any observation to meke about the 
qdifficulties of putting it into effect, say from the 
Standpoint of accounting costs and so on? 

A. Yes. I think that the accounting cost is a 
minor but still on important factor, because onee you try 
to find in your eccounting system the Separate costs of 
particular shipments, or even of Seperate classes of 
traffic, you are going to run into something that is going 
to be impossibly expensive. In all the countries of which 
I have been able to find record the available cost data 
ere those of performing particular functions -- ‘the 
maintenence of way and structures, maintenance of equipment, 
conducting transportation, and so on. These have to be 
kept in any case for the information end use of the railway 
officers in controlling their money outlays, and any separ- 
ate cost analysis attached to perticuler types of traffic 
would have to be in addition and would have to be far more 
detailed in order to be of any use whatever. And, further- 
more, no matter how much money you spend on assembling 
costs, their application to any particular small part of 
total traffic is bound to involve a substantial element of 
arbitrariness, It will not give certeinty, it will merely 
provide a numerical answer, provided certain assumptions 
sre accepted, 

Q. Now would you like to summerize what you have been 
Seying up to date on this question? 

A. Yes. What I have been saying is that eny attempt 
to fix rates on the cost-of-service basis would end in en 
eddition to railway expenditures end in 3 system of rates 
which might disrupt the whole economy of the nation, by 
Stopping the movement of many sorts of low-velue goods, 


greatly reducing reilway revenues, and quite possibly 
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forcing rates on high-value goods up to e prohibitive point. 

Q. Wheat would be the result of Stopping the movement 
of low-value goods, in your view? 

AS= Weldycar) you Stop the movement of low-velue 
goods you put out of work the men who produce them, and 
therefore their capacity to buy high-value goods. 

Q. Perhaps I should not have Said stop it altogether, 
but whet I meant was that in principle you say that to the 
extent that you do inhibit the movement of low-value goods 
you also inhibit the consumption of high-value goods? 

A. Quite, 

Q. Now, I gather from what you have said that you 
condemn the cost-of-service principle as--- 

A. As @ primary basis to organize a rate structure, 
yes, sir. The problem which faces the railways is the 
problem of getting enough money to cover the cost of their 
Services, Every merchant has the problem of getting what 
he can where he can, Every merchant sells some goods on a 
lower percentage of Spread than he sells other goods, and in 
the end no merchant, no manufacturer, no professional man -- 
I might say no one doing business of any kind -- makes the 
fixing of his prices on the cost of goods or services a 
rigid principle, Everyone knows that he con only cherge 
what the traffic will bear. I have never heard of a 
doctor, or for that matter of a lawyer, who did not give 
some consideration to the financial position of his clients 
in deciding what charges to make. I think they 311 try to 
Obtain a sort of basic rate, but they vary it up and down 
8s circumstances require. 

MR SHEPARD: Q. What ebout economists? 

A. They ere invariably modest, Mr. Shepard. 

MR EVANS: Q. Now, whet principle do you think 


lies behind what you have been saying? 
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A, I think there is 2 very great principle, and I 
would like to try to state it clearly. Reilwsys exist to 
Serve the transportation needs of the nation and not to 
serve 2S a lsboratory for the testing of doctrinaire 
economic theories. Becsuse they ere 3 strategic sector of 
the national economy, the netion as a whole hes the most 
urgent reasons for seeing that they remain in economic 
health; for if they fail to serve effectively the whole 
nation suffers. They sare like the rest of us, they ere 
Just poor fellows trying to get along, and, like the rest 
of us, they have to be pretty free to adjust their charges 
to what the treffic will bear or they will not get slong; 
end, since their getting slong is of the most fundamental 
interest to the nation, it should be the first principle of 
rate-making that they be allowed to use a flexible principle 
of charging based on demand in order to get enough revenues 
to permit them to operate, 

Q@. Does this suggest to you that the railways ere 
indifferent to matters of cost? 

A. No, sir, I do not think they are. If they actually 
were indifferent to questions of cost, then they ought to 
Change their traffic officers. The cost of service, that 
is, the over-3l1l cost of service, represents whet the 
reilways must have in order to continue to operate. Their 
financial results, and particularly in recent years, mgs 
that they are not really too successful in meeting over-all 
cost. So that I feel that it is important to give them the 
greatest amount of freedom which is consistent with the 
law against discriminstion. 

Q. Now, Mr. Brown's evidence 2lso dealt with some 
Statistical materisl and calculations, end et page 100 of 
Pert II of the Canadisn Pacific brief that subject is dealt 


With’ in answer to Mr. Brown. ~ That goes’ ‘on- for four or five 
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peges. I am not going to read those to you, but I would 
Suggest to you that st that pert of our brief the Canadien 
Pacific is rather criticsl of the approach made by Mr. 


Brown in his attempt to prove that costs are substantially 


one hundred per cent variable with traffic. Are you--- 


THE CHAIRMAN: We Will rise for 9 few minutes now. 


MR EVANS: Q. At the adjournment, Mr. McDougell, 
I had been sbout to ask you about the procedure adopted by 
Mr. Brown in his evidence to support his theory, end I had 
referred to the pages in the brief which criticize that, 
and I was going to ssk you whether you agree or disagree 
with the criticism contained in the Canadian Pacific brief? 
heowd eeree With 16, Bir, yes. 

Q. Well, did you hesr the evidence of Mr. Brown in 
February, the 9th and 10th I think it wes, end have you 
given consideration to the further arguments he then offered 
in support of his position? 

be Les, aut =. have’, 

Q. At pages 14773 to 14775 in the transcript Mr. Brown 
Seemed unable to accept = return on capitel, net sfter 
income tax, as one of the costs of operation; what do you say 
about that? 

A. Well, sir, I cannot agree with it. The nesrest Ny 
can come to defining his position is to say thet he wants 
to restrict the term "cost" to describe what railway 
accountants call rsilway operating expenses. 

THE CHAIRMAN: Q. Railway what? 

A, Railway operating expenses. Now, that seems to me 

to be a sterile distinction. In logic the cost of snything 


which is in the long run necessary to the provision of 3 
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Service is e cost of that service, In an expending 
society edditional capitel is necessary to rgilways, which 
must correspondingly expand and improve their services to 
meet the demands of e growing national economy. Now, I 
know of no way in which private rellweys can get control 
of capitel except by offering payment for its use. If 
corporate income tax makes a larger gross income necessary 
in order to be left with en adequate net income, then 
corporate income tax is equally a cost of produetion. 
Both the net return end the income tax which has to be paid 
before there is a net at the disposition of the corporation 
ere necessary costs of providing railway service. 

Anybody can split hairs on terminology, but if 
the word cost is to be given the restricted meaning which 
Mr. Brown proposes, then some other word must be found to 
express that wider meaning of the full cost necessary to the 
provision of service. It seems to me much better to leave 
the word expenses as meaning railway operating expenses as 
they sre now defined, and to use the word cost as covering 
the all-in costs including income tax and the net return 
upon the capital used. It seems to me that Mr. Brown 
himself recognizes the logical necessity of covering the 
all-in costs in the following words, which sre at page 
14774: 

"Pirst, with regard to the question of ineluding 

income tax as a cost, it may be true that in making a 
rate award, 9 regulating body might take into consider- 
ation the amount of income tax that a corporation 
would be subject to, snd I understand that this is 
usually done." 

To refuse 9 return upon the capital is to assume 
thet the property is to shrink end its present owners ere 


to be forced into bankruptcy. Now, I know of no serious 
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student who does not recognize that railweys sre the 
lowest cost egency of land transport, which must not only 
be mainteined but must be expanxed with the growth of the 
economy, 

Q. At page 14784 of the transcript the following 
Statement was made by Mr. Brown; 

"Furthermore I can see nothing wrong with the 

Single index per se," 

He had been there talking about the criticism made in the 
Canadian Pacific brief, that he had used 8 Single index in 
his studies. Then he goes on: 

"It is not very enlightening to compare the index we 

prepared with those to which reference has been 

made by the Canadian Pacific, which were designed for 

use in a different type of analysis," 

Now, do you egree with him, that the Interstate Commerce 
Commission index or indices were "designed for use ot ¢ Mae) 
ditverent itype of analysis"? 

A, No, sir I do not, The two enalyses were made for 
an identical purpose, namely, to see how rail costs varied 
with the volume of business done. The differences sare 
differences in the approach to the problem, not in the 
purpose. Mr. Brown confined his attention to a pert only 
of the total cost, namely, the railway operating expenses, ° 
wherees the Interstate Commerce Commission study took 
"freight operating expenses, rents and taxes", so that it 
explicitly recognizes the existence of capital costs. 

Secondly, it seems to me thet Mr, Brown is some- 
thing less than candid in reporting the results of the 
Interstate Commerce Commission Study when he says: 

"The more surprising end, shall I sey, vindicating 

thing is the fect that the end results were so nearly 
alike, thet is, the result of this study and of our owm 
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were nearly alike. We deslt with eggregates and 

they dealt with components," 

MR EVANS: That will be found on the Same page, 
my lord, page 14784, that the witness has quoted. 

Q. Now, I gather that he is arguing there that fixed 
costs ere negligible? 

A. Yes, sir, he is. Now, the Interstate Commerce 
Commission study shows for the yeer 1946 the fixed costs 
of the western lines of the United States sre over 20 per 
cent ‘oftotal costs. I say flatly, they do not confirm 
Mr. Brown's study. If anything, the Interstate Commerce 
Commission study makes his conclusions inherently im- 
probable, 

I should add that the United States western lines 
ere neerest to the railwoys of Canada of 311 the sections 
of the United States in their average density and in their 
general operating conditions, 

Q. Now, on the same page and over on the top of the 
next page Mr. Brown was dealing with the question of 
weights used in his index, and he suggested that his use 
of average weights for the whole period minimizes, as he 
calls it, the bias which he says is introduced into the 
index by the use of an index number. What have you to say 
about thet? 

A. Well, he used the everage of the whole period, 
and he says it is better than to base it on either the 
beginning of the period or on the end of the period. Now, 
he is quite right in thet, but it still does not absolve 
him from the charge of meking 2 shotgun adjustment by 
applying a single price index to the reported totel 
operating expenses. Any single index of 1 this kind 
assumes thet the relative weights of the several classes 


of expense remain approximately constant in relation to 
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each other over the whole period, Now, this is clearly not 
So. It is not even necessery to go to the Statistics of 
Steem Railways to prove thet it is not so, The Canada 
Year Book, for example, shows that wWeges a8 a percentage 
of total operating expenses amounted to 66.1 per cent et 
1930, to only 52.5 per cent at 1943. Treffic expenses 
emounted to 5.2 per cont. of total expenses at 1932, to only 
1.7 per cent st 1945, Therefore whet purports to be an 
adjusted series of expenses is in fact too crude to be a 
dependable base for eny further onelysis, Now, how great 
the errors ere can only be determined by duplicating the 
DC Oe UY using Canadian data, or at least by correcting 
e€och of thé five major sets of functionesl accounts by a 
price index which is directly applicable to it, 

Q. Do I understand you to say that his deflated 
operating costs are too erude -- is thet the word you used 
-- to be the basis of any further analysis? 

Ay Gy CoaSirethat: i6 4+ exactly. The changes in the 
volume of business and in prices over the period are go 
wide that I do not think his basic serles of deflated 
Operating expenses is a dependable series, 

Q. Now, the Canadian Pacific brief 2lso is rather 
critical of his use of the unadjusted figure of locomotive 
miles; would you like to comment on that? 

A. Yes. There were progressive changes in the average 
Size and tractive power of locomotives over this whole 
period, and therefore you have a progressive distortion of 
the results. If 3 locomotive mile represents one unit of 
input of effort at 1923, as Mr. Brown suggests at the 
bottom of page 14790, then by 1937 it represents 1.9 units. 

es La thet 1,99 

A. 1,19 units; and by 1947 it represents 1.28 units. 


the fact that this change is progressive gives Mr. Brown the 
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smooth lines of relationship which he finds, but as time 
goes on he is compering unlike things. 

Q. Now, st pages 14794 to 14800 mr. Brown advences 
the argument that his cherts 3 end 4 support his contention 
that deflated costs Vary Givectly with trareie. D5 you 
accept that argument? 

A. No, sir, I cannot. I think there are two greve 
breaks in thet sergument. First of all, his operative 
equations, which are given sat tables 9, 9A and 10, and 
whose results are in charts 1 ond 2, Geel with toca 
locomotive miles, whereas charts 3 end 4 desl with freight 
locomotive miles only. If there is 8 difference between 
the cost per freight locomotive mile and per passenger 
locomotive mile, and if the proportions between the 
respective mileages sre changing, sand they did so change, 
especially in the period 1938 to 1947, then thet demonstra- 
tion is left in mid-osir, 

Q. Anything else? 

A. Well, at page 14801 of the tronscript Mr. Brown 
repeats what was said at page 9 of his originsl submission 
of June 22nd, namely, that the reported expenditure of any 
one yeer need not be the. actual cost of giving service in 
that year. Now, if in fact the maintenance outlays sare to 
a substantial degree controlled by the amount of revenue, 
then it follows that the true relationship will certeinly 
be different from the one Mr. Brown shows, end may actually 
be the curvilinear one which he expected (page 14803) and 
which he failed to find because of the defects in his 


method, 
(Page 17821 follows) 
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Q. Now then, on the two following pages, on 
14804 and 14805, Mr. Brown professed himself unable to 
understand a criticism of his work contained in the 
following words at page 102 of Part IT of the Geballa 
brief which I am now going to read to you: 

"Mr. Brown could have had an equally close 
fit of his data to a line of relationship 
in two quite different @raphs; that is to say, 
the same relationship might have been obtained 
in one graph which would show that there were 
no costs which were constant and in another 
where as much as 99 per cent of costs were 
constant and only one per cent variable with 
treat Pbews 

Can you give the Commission assistance in 

understanding that? 

A. Yes, sir. In the British Columbia Submission of 
22 at page 14 the whole weight is thrown upon the pee 
close correlation between locomotive miles and the 
adjusted expenses. 

"The point that we wish to make is that 
when the disturbing element of 4 changing price 
level is removed there is a remarkably close 
correlation between the amount of work done 
in a given year and the expenses involved 
in doing that work." 

And then, further down: 

"One can only conclude therefore, that in 
the year to year results operating costs 
tend to fluctuate in close harmony with the 
amount of work done, and that any so-called 
constant element is of a relatively minor 


importance." 
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Q. Did he withdraw from the position as taken in 
the brief? 
rN No, sir. I have examined his testimony of 
February 9 and 10 rather carefully and I see in it 
no withdrawal from that position. 
Since he relies upon the high coefficient of 
correlation he exposes himself completely to that 
criticism. I must repeat that the coeffecient 
of correlation is in logic a proof of co-variation only, 
' What Canadian Pacific says is completely true, 
and ie eed aa in logic of thé first order to 
Suggest that Mr. Brown's equations prove that; 
"any so-called constant element is of a 
relatively minor importance." 
Crt On pages 14805 and 14806 of the transcript 
Mr. Brown suggests that his curves should not be 
extrapolated beyond the observed limits of the data 
and therefore that the Canadian Pacific comment at 
pages 102 and )103, repeated in the transcript at 
pages 14805 and 14806, is really irrelevant. What 
have you to say about that? 
A Well, I willingly admit that the extrapolation 
gives a nonsensical result, but Mr. Brown should, 
nonetheless, have taken it seriously. 


If he had confined himself to working with 


- the deviations from the mean of the data, that is with 


an equation y= bx, he might have had an empirical 
curve of very limited usefulness, but usable within 
such limits. 

But once he tries to derive estimates of the 
constant costs he is automatically using the curve 
in the form Y- a plus bx and is directing his 


whole attention to the factor "a" in that equation 
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which shows the constant costs. 

All that Canadian Pacific has done in this 
statement is to highlight the fact that the results do 
not support the conclusion based on them. 

Q. Now, you have given us some eritdoismiof 
Mr. Brown's work in this connection. I suppose that 
is negative rather than positive criticism. How, in 
your opinion, should such a problem be approached positively? 
A. It is a little bit difficult to follow, 
Duvetecanvtrys 

First of all, I think that you should not 
lump all your expenses together. You shoulda vary each 
of the functional accounts Separately, and thus, having 
corrected each functional account Separately, to combine 
the result. 

And secondly, I do not think that any gross 
correlation such as Mr. Brown used can possibly give 
a useful or dependable answer. 

I think that at a minimum one needs at least 
three independent variables in a multiple correlation 
equation. 

I have done some work in this field, work 
with transportation expenses, in which I found it 
necessary to use three independent variables, gross 
ton-miles in freight service, passenger train car-miles, 
and total train miles. 

I also experimented with additional independent 
variables, and I found that when I brought in the 
total freight car miles, I had got a moderate net 
increase in accuracy, after allowing for the reduction 
of one degree of freedom. But for most purposes the 


Equation with only three independent variables was adequate. 
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I should add that while this is useful in 
dealing with the transportation expenses, I have not 
yet found an approach on which ft am willing to depend 
in analysing the maintenance expenses, because I have 
not yet come upon a logically water-tight method for 
separating out the effect of variations in revenue 
upon these accounts. 

Q. Would you say that the problem is unsolvable? 
i. No, I do not think it is insoluble. But ifr 
I were given asteaffof two assistants, I could do the 
job; but I think I would want to have the Pull «ea. 
operation of the railways; and I would get an answer 
which was crude but usable, perhaps in 12 to 18 months. 

Mr. Brown's work is really not of any help. I 
do not think it even provides a Starting point. 

Q. Why do you say that? 

A. I say that because correlation, as I have 
Said is a proof of co-variation Chiy ono Not. oF 
causation. 

Before any gross correlation such as Mr. Brown 
uses can be used with any confidence, it is necessary 
to have: 

(a) some logical ground for making a connection 
between the two variables; and 

(b) to have explored all the other possible 
correlations and to have proven that the 
one chosen does in fact give a closer fit 
than any. of those which. are rejected. 

To light on one factor such as locomotive 
miles without making such a proof is a little beyond 


the pale. 


Q. Now then, to turn to another subject, Mr. 
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McDougall, perhaps I might read to you four paragraphs 
from page 64, 
THE CHAIRMAN: Of which volume? 
MR. EVANS: From Part t, °Fiten sthese paragraphs 
“re numbered paragraphs of the outline submission, and 
I read: 
"HO, Canadian Pacific submits that in order that 
rates be just and reasonable to the railways, the 
general level of rates should be such as to provide 
an equitable return on the investment in railway 
property used in transportation service. 
43. The present Jurisprudence in public Gopiice 
regulation holds that historical book records of 
investment are the best evidence for establishing 
a rate base: The necessary data in regard to the 
investment of Canadian Pacific is available in 
the records of the Company. No need, therefore, 
exists for a prolonged and expensive investigation 
into the value of the property used in trans- 
portation service. 
44. In establishing a fair rate of return, the 
matters to be considered include the need for 
raising new capital in the financial markets 
in competition with other seekers of capital. 
In 1948 the rate of return obtained by the Company 
on its depreciated book investment in railway 
property was 1.78 per cent, whereas studies have 
Shown that the cost of capital employed in the 
railway enterprise at the end of 1948 was not 
less than 6.52 per cent. The serious handicap 


facing the Company in raising new capital under 
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present conditions is indicated by this 
comparison, 

45. It is submitted that no amendment is 
necessary to the Railway Act of Canada to apply 
the principle of fixing general rate Levels on 
the basis of a fair return on the investment 

in railway property used in transportation 
Service. The determination of investment 

in such property and of the rate of return 
are matters which should properly be left to 


the Board of Transport Commissioners." 
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Now then, have you some views, Mr, McDougall, 
on that subject, which you would like to offer to the 
Commission? 

THE WITNESS: Yes, I think there will be 
unanimous agreement, that, in the words of the Outline 
Submission, 

"the general level of rates should be such 

as to provide an equitable return on the 
investment in the railway property used in 
transportation services." 

Any difference of Opinion must arise on the 
details and not on principle, over the rate of return 
which is to be considered equitable, or over the base 
of capital invested on which that ‘rate of return 
must be calculated. 

No enterprise can hope to raise additional 
capital, whether for the replacement of maturing issues, 
for necessary expansion of operations, or for any other 
reasons, except if its prior record of paying return 
is reasonably good. 

MR. EVANS: Q. What significance do you 
attach to the use of the word “equitable"? 

ie I think that "equitable" is primarily of 
physical significance. 

THE CHAIRMAN: Q. Primarily of what? 

A. Physical rather than economic. 

For economic purposes, an equitable rate of 
return is one which will cause the market value of 
a capital investment which has been wisely and 
prudently made to be maintained at such a level that 
new capital can be obtained, to replace maturing issues 


or to provide for expansion on terms which will leave 
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the owners of the older Securities and the buyers of 
new issues receiving a similar return on their actual 
investments, 

Q. Do you consider that Stock markets react 
automatically? 

Ree Lain net making the argument on it, thet it is 
to happen tomorrow morning. What I am really saying is 
that, since the Setting up of a rate of return is 
something done upon an average, on the nearest you can 
come to a long-run normal, then you would have regard 
to what happened in that Same long run to the market 
prices “oF the Stock, yes, because ultimately you will 
be compelled to go to that market and to Submit to its 
valuations, if you are going to get capital from it. 

mis UVANS*S 60, Is what you have been Saying 
related to the matter of the transfer of capital between 
security issues, or what we may call dilution of equities? 

A. Yes, I think it is, because it ig not proper 
to introduce new capital under conditions which will 
transfer to its Teoieys part of the equity which has 
been built up by earlier investors. 

That may or may not be good ethics. But the 
economist, I think, is compelled to Say that any 
attempt to make such transfers as between capitalists 
is, in the end, self-defeating. 

Q. When you speak of transfers and dilution, am I 
correct insaying that when you sell shares at, let us 
say, a substantial discount, it produces that result? 

Is that your view? 
A. Yes. The argument I have runs in these terms: 


that where you have a security outstanding on which the 


full par value -- as well as the premium thereon and 
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upon which there have been Substantial Surpluses accumulated, 
if you then sell to new people at less than par,, or 

if you sell at par, we transfer an interest in part of 

the surplus to them py the new shares. 

COMMISSIONER ANGUS: Q. Does it follow from 
that that when you have the rail income alone, you think 
it should be sufficient tos pay the dividends which would 
enable the stock to sell at par; and that with the 
addition of Other Income, it would therefore sell ata 
Substantial premium? 

A. It depends on whether the rail investment is 
alone equal to more than par. . If that is so, then tt 
follows. But if it were not SO;..L0 Would. not, 

COMMISSIONER INNIS:  Q. Have we any figures 
on the net? 

MR. EVANS: I think there was a figure put 


On the record. I would be glad to look it up for you. 


COMMISSIONER INNIS: But not over a DEriod aT 
years, as in the case of the railways? 

MR. EVANS: No. Perhaps it is not an answer, 
but Exhibit 196, here 49-49, is where they 
divided the two halves of the balance sheet between 
rail and Other Income. I think you will find there the 
figure of investment in both, whether in gross or net, 
after deducting depreciation. 

COMMISSIONER INNIS: Q. Is the interest rate 


worked out in the same way? 


MR. EVANS: The interest rate on the securities? 
COMMISSIONER INNIS: in * Bxnibit: foo 7 

think the railways made for us a comparable figure? 
MR. EVANS: No, what was done in that 


statement A, of Exhibit 196, was to allocate to rail 
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all the debt securities on the theory that that was 
the lowest return basis for the Patil. arid leaving a much 
lower equity capital in the rail than would otherwise 

be the case. There ig a footnote there which was 
explained in the 20 per cent case Saying that if it did 
otherwise than alloate the debt Securities, the equity 
balance in rail would be higher, and Should have a higher 
return on that account. Does that answer your question? 

COMMISSIONER INNIS: ~es..) Dawas only interested 
in getting some comparable table getting the interest 
rates on investments. 

MR. EVANS: The only evidence we have in this 
case is that reported in the Exhibit which Mr, Liddy 
put in, and showing Something over 3.8 per cent in 1948, 
with Other Income activities. 

COMMISSIONER INNIS: Q. But you have not the 
Other Income activities? 

MR. EVANS: We have got the figures of 
investments in Exhibit 196. ‘Take in any given year 
the amount of Other Income. We can take the income 
in that year which is shown in the Exhibit and calculate 
the return. I would be glad to look at it and see what 
can be done. And if you would like a statement on that 


We Willie file Tt. 


COMMISSIONER INNIS: Yes. 
MR. MACPHERSON: I would be the first to argue 


that 49-49 was not accepted by the provinces. 


MR. EVANS: I was not suggesting that the 


provinces accepted it. But I do not think the provinces 


disagreed with the actual figures in that statement. 
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MR, FRAWLEY: ‘That Exhibit 196 | only includes 
some of your Other Income. 

MR. EVANS: We were not talking about that as 
&@ matter of income, on that Exhibit. I am Surprised 
to hear you Say that. 

THE CHAIRMAN: What did Mr. Frawley say? 

MR. EVANS: He said that Exhibit 196 which was 
PUL. insin, thex 20 ber cent case, and put in here, does 
not contain all the Other Income. 

MR. FRAWLEY; You are Speaking of 49-499 

MR. EVANS: Yes. 

MR. FRAWLEY: Oh io, 4 TO. 

MR, EVANS: You mean the one hwhich listed 
the nine? The nine items of Other Income. 

MR. EVANS: I was not Suggesting -- 

MR. FRAWLEY: It starts with "communications", 

MR. EVANS: What I was Suggesting to Dr. Innis 
was that if you wanted to get a return pe that Other 
Income investment, you would have to gf 49-49 for the 
investment; and then you would take the revenue for 
other income in the company's report in that year, 

and take off your income tax allowance, 

and then calculate your return. 

THE CHAIRMAN: Does that column in your Exhibit 
196, which is headed "Other Income" include everything? 

MR. EVANS: Oh, no sir. If it included everything 


that would have been an easy way to answer. 


MR. MACPHERSON: It does not include Consolidated 


smelters at all, 


THE CHAIRMAN: Then what does it include? 


MR. EVANS: It includes merely those nine 


divisions. 
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THE CHAIRMAN: Upon which Mr. Liddy made 
his calculation? 

MR. EVANS: I am SOrry,. sips 

THE CHAIRMAN: The nine enumerations upon which 
Mr. Liddy made nie Calculation. 

MR. EVANS: I think your lordship referred to 
Exhibit 190, but it is Exhibit 189, to be correct. 

COMMISSIONER ANGUS: In paragraph 44 which 
you read, Mr. Evans, mention was made of the figure 
6.52 per cent as the cost of capital employed in the 
enterprise, 

If you were considering the cost of new 
Capital. Tet us say, today, would the rate at which Lt 
could be raised depend Substantially on whether or not 
the Board of Transport Commissioners had accepted these 
figures as to how the rates should be determined? 

MR. EVANS: Well, I should Say if they 
had not accepted them, that the investors were 
doubtful of the long-run prospects of the industry, 
that percentage would tend to increase rather than to 
decrease. 

COMMISSIONER ANGUS: And if they did accept 
in a clear-cut way? 

A. Then I would expect that the market price 
of the common stock would tend to discount the earnings 
prospect at a lower rate per cent, and therefore you 
would raise new capital more cheaply. 

COMMISSIONER ANGUS: So, other things being 
equal, the level of surplus would be a bit lower than 
if one had -- if these figures were fixed? 

MR. EVANS: Yes. 

COMMISSIONER INNIS: Q. Let us assume 
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that your market conditions are alweys Pevensie 
for stock? 

Oe Not necessarily. It only assumes that you 
cannot continually increase your debt without coming 
very S00n to the point where people reject the debt also. 

Q. It seems to me you have quite a different 
problem if there is a4 market condition favourable for 
bonds which is followed by, Say, a period which is 
favourable to Stocks, and the company would have to 
operate in relation to the marketability of Securities? 

A. Wel naturally you would have certain 
limits within which you would want to vary the proportion. 
between debt and equity. There might be a point below 
which you would not want to reduce your debt; and 
equally there is a point beyond which it is grossly 
unwise to increase it. 

COMMISSIONER ANGUS: Q. But that point too 
would be affected by what the Board would do? 

A. Quite, because the lower the expectation of 
earnings, the greater is the pressure on the company. 
It must expand to get money in some fashion or other. 

MR. te unis we are still on that 
point, what experience have you, in-general, ofthe 


way in which management handles this problem 


of selecting markets, and having regard to the 
conditions under which they can make offerings? 

A. Well, I have talked to some people who had 
to make that kind of arrangement in the last four 
years, and I have seen them in some cases sell preferred 
Stock, even though they clearly faced a much heavier 


charge as a result of corporate income tax, just because 
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they were not sufficiently certain of their long-run pros - 
pects to take the risk of issuing debt securities. 

Q. I was thinking more particularly of the 
conditions of the market at the time which seemed to be 
in Dr. Innis! mind? 

A. I can think of some companies in which, 
having for a long period kept -a very safe ratio between 
debts and stock, they have recently, under the pressure 
Ol aAwery great capital need, increased the proportion 
of debt. That is, they have sold both debt and stock. 
But the market conditions compel them to sell more 
debt than they would like. 

Q. Yes. 

A. I think you will find a very good example 
of what I am thinking of in the behaviour of American 
Telephone and Telegraph between 1914 and 1929. 

Between 1914 and 1921 they were compelled 
by the state of the market to increase their debt 
proportion. But between 1921 and 1929, in the face 
of an average increase of about 7.5 to 8 per cent per 
annum in their assets, they sold so much stock that 
they cut their proportion of debt very sharply. 

I am almost urged to say by nearly one-half. They 

Sold enough stock so that they financed all their 
increases in assets, and they held the debt practically 
Stable, or.reduced.it. 

Q. Yes.. 

COMMISSIONER AUGNS: I Suppose these 
proposals involve making the Canadian Pacific its own 
yardstick? 

ce Well, it is obvious that you cannot use the 


Canadian National as a measure. I do not know how else 
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you can do it except either to take it as its own yardstick, 
or to compare it with other regulated utilities, with 
allowance made for the variability of income from year 

to year. 

Q. Do you think any United States railway is its 
own yardstick? 

AS No. You have a hundred and thirty-one Class I 
railways there, and you can strike an average from them. 

YOu cannot do that here. 

Q Dagree.= Buti can you makeca railway its own 
yardstick without impairing or even destroying the 
incentive which is supposed to matter so much in private 
enterprise? 

A. I do not think it is in any sense a guarantee. 
But ie eV anoke is any suspicion that they were lying 
back and leaning on the opportunity of increased rates, 
that ought to be investigated. 

Q. You think then that it is a duty of the Board 
to conduct such an investigation? 

A. I would think so; and I would feel happier 
in saying so just because the pressure of competition 
on other carriers removes a good deal of the weight of 
the problem from them. 

THE CHAIRMAN: Q. Removes what? 
A. Removes the weight of the problem from them. 
COMMISSIONER ANGUS: Q. How? 

Be, When railways have substantially a monopoly 
of land transportation, then it is very hard to find 
something outside to compare with them. But when, for 
all their high-valued goods, they must face the trucks, 
and when there is a fringe of water-competition, then 


there are internal pressures on the railways themselves 
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to keep them up to Scratch, which cannot have existed prior 
to 1910. 

Q. As long as they have a monopoly on some 
transportation, would the effect of this prove to be 
to force that transportation, that share of the trans - 
portation that was Subject to monopoly,to bear the 
full weight of bringing the earnings up to the required 
levelye should they be impaired in other directions? 

A. There would be a tendency in that direction, yes. 
But it seems to me that at the present time one of the 
reasons why the railways are not making a more rapid 
reduction in their costs is that their means are so 
restricted) that wholly certain and valuable Savings 
from new capital investments are inhibited. 

Q. Yes. But my question really has to do with this: 
would this theory remove their incentive to make 
reductions in their costs, or would it impair it? 

Ae Wisely administered, no. You mean "wisely 
administered" by the Board? 

he Yes, and I think by reason of the railways 
themselves, who would have a very great interest 
in moving their costs down as quickly as they possibly 
can in the face of the pressure with which they are 
faced; pressure on the Board that arises partly from 
the unequal treatment of today's means of transport, 
where some are actively promoted by the government, 
and others are regulated. 

Q. But is it not a fact that these proposals 
would detract from the pressure of these competitive 
means of transport, because what you lose in competing 
in them, you can recoup from the monopoly scheme of 


your traffic, in theory at least? 
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A‘ There must be a limit to the amount to which 
you can go, a limit which the traffic department is 
constantly exploring, is it not? I should think they 
would probably say they are much more careful and 
more restrained in their exercise of that power than 
might seem at first Sight to be their normal action. 

Q. Well, would the situation be in any sense 
improved if you could have a Canadian National yardstick 
aS well, if by some system, let us say, of handicapping, 
you could let other railways race against each other? 

A. If you envisage a transfer of the Canadian 
National to private hands, I would think, yes; it would 
be a most interesting thing; because the Canadian National 
is, in many ways, a road with very great natural power. 

Q. Why would the information be provided, if the 
Capital structure is accomplished, or if the rate 
base is accomplished? 

Doe I think there are always pressures which are 
seen and unseen around the Canadian National which incline 
to make it pool its efforts in a particular direction. 

Q. You do not think that the income tax is a 
sufficient handicap to balance against those pressures? 

A. Well, 1G certainiy is 4 
countervailing force, but I question whether it is 
adequate. 

Q. You think the Canadian Pacific should carry 
a little more weight? 

i. Well, I would think you could; there are 
certain directions in which you can use Canadian 
National figures in a comparison with Canadian Pacific 
ee let us say, train-loadings, or something of that 


kind. But so long as the Canadian National can, 
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in the last resort, come to the government and say: 
We have a deficit. Then the restraint would, in many 
ways, relax on them; and Secondly, the pressure to 
be self-supporting is denied to them. I do not think 
it is a matter in which fixed charges are important. 
I look on it more as a matter of operations. 

THE CHAIRMAN: We shall adjourn now until 


this afternoon. 


-~-At 1:00 p.m. the Commission adjourned until 2:45 today. 
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Ottawa, Ontario 
Monday, March 13, 1950, 
AFTERNOON SESSTIO N 
PROFESSOR J. L. McDOUGALL - RECALLED 
EXAMINATION BY MR. EVANS( Cont'd): 

Q@. I had a note on my book at the closing of this 
morning's session, Mr. McDougall, in connection with the 
question asked you by Dr. Angus as to whether there was 
any restraint on the railways faced with the situation that 
you described this morning of having combetitive forms 
of transportation, with regard to the rates on the commod- 
ities that were not Subject to competition and I was 
wondering if ,you had any views as to Whether there might be 
& restraint to high rates in the principle that we have 
been discussing, the value of Service principle? 

A. Yes, sir, there is, that is, there is a general 
restriction in that limitation on the total earnings and 
in relation to the rates on particular commodities; you 
might very well run into a value of Service restriction 
which would keep you in your earning power well below that 
accepted reasonable earning power. I suppose you might 
take the position of the 1930's in Canada as being an exam-~ 
ple of that kind of limitation, that in the face of a rather 
uncomfortable earning position you reduced rates rather than 
increase them on the ground that it was in that way that the 
community and the railways did better than they otherwise 
might have. 

Q. Now then, to come back to the subject we were dis- 
Cussing before this later discussion arose, you had been 
saying that the economist took the view that transfers as 
between capitalists were self-defeating , Would you care 
to put your thoughts in that connection into somewhat 
different terms perhaps than you previously put them, by 


way of illustration? 
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A. Well, putting it positively, sir, I think a corporae 
tion has a right to seek a rate of return which will 
permit securities representing prudent investment to 
sell on the open market at their book value so’ that further 
additions to capital can be obtained without doing injustice 
to the original investors. It must be Clear that, in 
Order to arrive at this just treatment of the original investor 
a security issue which has a total par value exceeding actual 
investment need not sell at par. On the other hand, a security 
of which the total par value is considerably less than the 
total useful and prudent investment in the property shoyld 
at all times sell considerably above par, and in order to do 
SO the Security must have a good record of a fair return to 
investors, 

Q. What do you say about re-=invested surplus earnings 
in that connection? 

Ace Wells, sentines which are re-invested are capital 
put back into the business. They stand upon a par with the 
money subscribed for capital stock. They represent just as 
real an investment as that stock. A company such as the 
Canadian Pacific cannot be said to distribute an adequate return 
to shareholders because its common stock is presently 
Selling on the open market at considerably less than par. 
This common stock represents an actual and useful investe 
ment considerably in eccess of its total par value. You 
will understand, of course, my emphasis is not on the 
happening of any particular day but over a run of months or 


years as &@ minimum, 

Q. Now then, would you discuss for a moment the question 
of the rate base and the total investment which should be con= 
Sidered by a regulatory authority in fixing a return on 


investment? 


A. In economic terms I think that the genuine investe 
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ment in an enterprise is the total cost of reproducing 
the property in equally useful Shape less observed de- 
preciation., For reasons with which the Commission is 
probably familiar in view of the general public discussions 
of the problem of providing for costs of replacements which 
have risen very repidly in recent years, there has been 
established in the case of most regulatory tribunals the 
practice of using historical book records of investment 
a8 the proper base on Which to establish rates. As the 
Canadian Pacific Submission points out, it has proved 
difficult to find any other dependable method of establish» 
ing a rate base although various other plans have been 
Suggested. However, the historical cost method of estaba 
lishing a rate base does not, in my Opinion, provide anything 
like an adequate rate base for the Canadian Pacific unless 
the rate of return is proportionately adjusted to the 
realities of the case. 

Q. How would you consider a replacement cost base - = 

THE CHAIRMAN: Consider what? 
MR. EVANS: How would he consider &@ replacement 

cost base as against historical cost base? 
| THE WITNESS: I would think that at today's costs 
a railway property equal in capacity to that which the 
Canadian Pacific has built up would result in a rate tise 
Which is much higher than is represented by the depreciated 
book Vee of the existing property. The Canadian Facific 
Submission recommends use of depreciated book value as the 
only figure which can be practicably used as a rate base. 
My opinion is that, if this figure be used, then in order to 
Obtain a true economic return there would have to be applied 
a higher rate of return on this value than if the present 


costs of reproduction less observed depreciation were treated 


&@s the rate base. 
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Q. You have spoken of practicability. What have you in 
mind about that? 

A. I am thinking about the difficulty of making 
& physical measurement and evaluation of a whole property, 
and of the differences of Opinion that appear in relation 
to inventory, to replacement costs, to observed depreciation, 
and so on. Therefore I look on the depreciated book value 
as the practical basis,at least under the present circumstan= 
ces, and I suppose provided the price index does not go 
very much higher than it is now. 

Q. What you say is as long as the return reflects the 
condition of which you speak? 

A. Yes, 

COMMISSIONER ANGUS: Q. When you say there should be 
@ higher rate of return in that case, you mean * a higher rate 
than is necessary to bring the stock to par? 

Par oe 

MR. EVANS: Q. I wonder if that is to be taken 
from that, Professor McDougall. Dr. Angus! question was when 
you spoke of a higher rate of return had you in mind a higher 
rate of return than was hecessary to bring the stock to par, 
or 4 higher rate of return than would be necessary if you 
used @ reproduction cost base? 

A. Well, certainly if the net worth per share of 
Canadian Beat ets aback upon & reproduction value is very 
much higher the€n what you want is the company on a rate 
base and rate of return which will allow your stock to sell 
in the market at something like that net book value on a 
reproduction basis. 

COMMISSIONER ANGUS: Q. Then if you have on top of 
that earnings from other income it would -. merely mean 
the stock would be selling at what, two to three times what 


it is selling at today? 
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A. Oh, probably, yes. T would think that the other 
earnings would in a sense provide the cream on the puff. 
They would be enough to let you sell your stock at about 
its replacement value, and that difference would be the 
Spread that would lie between the current market value 
and the issue price under rights. 

MR. EVANS: Q. Is that what is sometimes called 
market pressure at the time of issue? 

A. Yes. That is, 1f your stock is selling “tex 
you cannot offer shareholders the right to buy new shares 
at X and hope to have them taken Up. 

THE CHAIRMAN: Q. Hope to have what? 

AWAG A, Ony eiven value. If you hope to have the 
shareholders take up the new shares then you must offer 
them these new shares at something less than X. 

COMMISSIONER ANGUS: Q. Of what order of magnitude 
would that difference be? 

A. Well, Bell Telephone in the recent issue issued 
at 33 with the market around 42 and got away with it. T 
would think any narrower spread -- 

THE CHAIRMAN: Q. That is to shareholders? 

A. Yes. 

COMMISSIONER ANGUS: Q. Was that entirely to 
Shareholders because nobody else would have bought, or 
were not rights given to shareholders that they could sell 
for something if they wished to, to others who wished to buy? 

A, I would think it much more a matter of tempting in 
additional equity capital. 

Q. But subscription rights sell for something? 

A. Oh yes, but remember that what was paid to the man 
who sold was an interest in the surplus and general equity 


of the stockholder because the net equity was reduced 


after the new issue was made. It is a transfer as between 
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investors; it is not a transfer from the company to inves- 
tors, 

Q. Perhaps not, but as I understand it, the man who 
buys the right to subscribe for the stock is paying for the 
stock at the price it is Selling plus whatever he is paying 
for the right? 

A. Yes. 

Q. So that one is assuming that the price paid for 
the right is to some extent a measure of the estimate that 
the market puts on the security? 

A. That is true, but except there is some kind of ine 
ducement nobody is going to give up cash which is capable 
of being put in any direction for this one specific direc- 
tion unless there is some kind of inducement, and that 
right is the inducement. It is a cost of capital. 

Q. What I am suggesting is that the difference between 
the price at which the stock is offered to the shareholder 
and the price at which it is selling in the market is 
rather more than is necessary to tempt subscriptions, 
and that the measure of its being more is what the rights 
will sell for? 

A. Well, you have two options. The company can go to 
underwriters and have that issue underwritten for a fee, 
which is collected whether the underwriter takes up one share 
of stock or not, in which case you could narrow the spread, 
but if you are not going to use an underwriter then you 
have got to get that underwriter from the general market 


by widening the spread between current market and the issue 
prices, and I think on the whole it is useful for the 
Company so to do. - 

MR. EVANS: Q. Now then, you were discussing this 
need of an increased return if a Wstorical cost base were to 


be used, Have you anything to add to what you said? 
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A. I think the point I am trying to make is that if a 
depreciated book value or a4 historical cost basis is 
followed there has to be an increase in the rate of return 
applied to such @ base in order to establish an 
economic rate of return on the property actually devoted 
to the public use. Indeed, unless the decline in purchas-~= 
ing power of the dollar is recognized in this way the 
result would be most unfair, and would fail to provide 

& level of earning power needed to attract new capital 
unless part of the present equity of the existing share~ 
holders is to be transferred to those who buy new shares. 

Q. Perhaps you would like to say a little bit more 
about that in summary? . 

saying 

A, All this simply amounts to / that we have to start 
out with some dependable rate base but that economic 
conditions or considerations indicate in the end that an 
adequate rate of return, one which will permit the enter- 
prise to obtain additional capital, must be related to 
the true present value of the investment. Ag far as I 
knows the only reason for fene ing to historic cost as 
& rate base is that it provides a practicab’s and dependable 
figure from which to start. In the end I am bound to say 
that no rate of return is economically adequate which 
does not cause capital issues, representing actual invest- 
ment, to sell at prices such that peda, Bree value on an 

Open market will be Pee ee hte present value 
of actual total investment, that is, reproduction cost 
of equivalently useful property less observed depreciation. 

Q. Now, having generalized on the subject would you 
apply your views more specifically to the case of the 
Canadian Pacific, and in that connection what you suggest 
as to how a rate of return might perhaps be established? 


A. Much of the actual investment in G@nadian Pacific 
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Railway property is represented by fixed interest obli- 
gations at 4%. The owners of these issues have of their 
Own volitjon chosen security and low return as an altern- 
ative to the chance of Obtaining a higher return. The 
issuance of senior securities by C@nadian Pacific represents 
& series of contracts between ordinary shareholders of 

the Company and the holders of Specially protected obliga~ 
tions. The burden of executing these contracts falls on 
the ordinary shareholders. They have assumed that risk of 
loss, and if there is a profit as the result of that 
contract it ought to be theirs also., The Wners of the 
company's ordinary stock must Obtain a return on the total 
replacement cost of the property less observed depreciat- 
ion out of which they can meet their contractual obliga- 
tions for interest to the Owners of *': specially protected 
securities. The test of the adequacy of the return will, 
of course, be reflected in the market price of the ordinary 
shares. 

Q@. Then does that mean that you are suggesting that 
the Canadian Pacific should have a higher return than it 
Seems to indicate in its submission? ' 

AS Yes; sir;) that is true, I believe that the 
Company's submission is altogether too moderate in its 
tone on this question of rate of return. As an economist 
I feel I should warn the company as well as the Commission 
that the Canadian Pacific should have a rate of return for 
its shareholders based -‘on the present cost of replacement 
of/ oqnlved cutie useful property less observed depreciation. 
Dr. H. B, Dorau, in the 20% case, recommended that rates 
should be established in order to provide a return of at 
least 8.2% on the net railway investment of the Company of 
approximately $1,001:,000,000, Mr. Northey Jones in the 


same case who approached the matter from the standpoint 
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of a hypothetical capital structure, Suggested @ minimum 
rate of return of 7.17% on his estimated capital structure 
of $930,000,000. This was equivalent to 6=2/3% on the net 
railway investment of $1,001,000,000. Tt is, however, to 
be observed that Mr, Jones relied on Other Income to 
provide what he called a "cushion above the railway earn- 
ings of 10%" (meaning an earning of 10% on the ordinary 
stock) "to Give you 4 premium over the par price which is 
necessary to sell the ordinary shares at par." 

Q. What would you say if conditions should make it 
impossible for the railway to earn such a rate of return? 

A. Ido not think that any regulatory tribunal sets 
itself up as guaranteeing a rate of return to investors in 
& public utility. Only economic conditions and operating 
efficiency can determine what actual return will be ob- 
tained. What I suggest is that a rate of return calculated 
as I have indicated should be regarded 4s permissible, and 
that the Company should be free to establish rates under 
this rate of return as a ceiling. 

I should like to draw particular attention to a recent 
publication, National Transportation Policy, by Dearing and 
Owen, published by The Brookings Institution, pages 293 
and following. The argument there leads to the conclusion 
that it should not be part of the duty of regulatory tribu- 
nals to fix maximum rates beyong controlling @ maximum rate 
of return. 

Q. What is your own view about that? 

A, I think that embodies the correct approach. 
Implicit in it is a frank recognition that the reilways no 
longer have a monopoly of land transportation. Therefore 


there is no longer any problem of a potentially excessive 


general level of rates. The real problem is how to protect 


the integrity of a necessary capital investment in railway 


= 


~ 


4 


NP 


- 17848 Prof, McDougall 


property. I am not certain that there ever was need for 
control over maximum rates; if there was it certainly ended 
by 1920. Practical business conditions Will impose a 
ceiling on rates, without any need of action by regulatory 
authorities. 

Q. Now, what is your view as to the Company's atti- 
tude as to the rate of return and the matter of regulation 
of maximum rates? 

A. I believe its attitude is altogether too modest, 

I firmly believe that, for the economic interest of the 
nation and of the railways, the railways should be permitted 
complete freedom in establishing maximum rates up to the 
point. of earning &@ proper rate of return and that regula- 
tion, Originally intended Only to prevent discrimination, 
Should be limited to preventing unjust discrimination and, 

by controlling the maximum rate of return.» Co prohibiting 
any monopolistic exploitation. 

Q. By that you mean you would substitute for the soe 
called standard rates the maximum ‘provided by the earning 
power which the Company should be allowed to achieve? 

Ane tes, thatvis up to the point where there was abuse 

of monopoly power leading to a rate of return upon 
the capital higher than could be earned in a competitive 
industry they should be free to establish their rates, 
COMMISSIONER ANGUS: Q. Does that mean that 
there would not be any abuse of monopoly power if high 


rates were exacted from the part of the traffic that was 


really a monopoly so long as the total returns to the raile 
way were not excessive? 
A. I would think so. 
MR. EVANS: Q. What have you to say as to 


whether that statement would in some way be dependent upon 
this value of service principle again? 


A. Well, I would think of the value of service principle 
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as being a limit upon it. That is, if the attempt to set 

rates which would give you the desired rate of return was 

drying up your traffic then of course that is another 

question. In the railway's own interest it will back GLt 
from such maximum rates. 

COMMISSIONER ANGUS: Q. That is true of any monopoly, 
isn't it, that it aims at the point of maximum return and not 
at the point of maximum unit price? 

A Yes: 

Q. So that no monopolist has any inducement to raise 
prices beyond the point of maximum return. You haven't got 
control to prevent that? 

A. But surely where you have a regulated monopoly it is 
at least conceivable that you stop them below the point -- 
ideally you cut off their earning power at the point at which 
the earnings on capital just equal the earnings available 
On competitive capital elswhere in the economy. 

Q. That is treating earnings of the whole System, isn't 
16? 

wee acto es 

Q. There isno limit, other than the interest of the 
monopolist, to the point up to which a monopoly price may rise 


if it applies to a very small part of the traffic? 
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A. That is true. I can see no escape from the 
unless 
position/you want to establish regionél investment end 
r gional earnings. 

Q. Won't there be this escape from the position, 
that the people who have to pay those Supposedly quite 
high rates will argue that they have oa case, not ageinst 
the railways but against the Government, to provide them 
with a road so that they will have competition? 

A. Well, I think I am widening the discussion, but 
as I see the present situation you have railways which 
are under regulation, you have specially 2 private railway 
subject to corporate income tax, and you have other forms 
of transportation under the most enthusiastic promotion 
by Government. Now, surely if you backed off from the 
promotional activities in relation to the air, in relation 
to motor carriage, in relation to water cerriage, you 
might again come feirly soon to the position where, with 
no further increase in the higher rates, and with no rate 
at all unreasonable, you still had a reasonable rate of 
earning power on the capital investment in railways. 

Q. Iam thinking of this case quite simply; you 
have, aS you say, promotional activities that give you 
competitive services by air, by water, by road--- 

A. At less than their cost. 

Q. A, B, Cand D3; now E comes along and says, 
"Where I am situated there is no canal, there is no road, 
I get no benefit from competitive services, therefore I 
have a claim either against the Government for putting 
in some competitive services or I have a claim for sub- 
Sidization or compensation because the Government has 
favoured others end has not favoured me.’ I meen, you 


can see how that would work up to 2 political claim, 


whetever its merits? 


si 


ae 


c 


” 


jy It 


og 


itte 


. 
_ 


“ » 
s 


* 


? 


oo 


“few 


mm 


SEB 169 


4 s 


iv ogl 


SW Faas 


if, 
+ 


if; 


av 


HG 


a 


oa 


‘ses 


Yodan 


a AEE 


— 
i 


ft = 


s 


RND -17855- Prof, McDougall 


ie Sees Ass political clsim it seems to me that if 
you help E- you must prepare tomorrow to help F, G and H, 
end the day efter you run through the alphabet, 

Sector 
Q. That would apply to the monopoly/of the railway 
traffic if the rates of that Sector became very much 
higher than the other rates? 

A. Yes, 

COMMISSIONER INNIS: Q. What tests would you use 
88 to maximum traffic from the Standpoint of earnings? 

A. You mean a test as to maximum earnings? 

Q. Yes. 

A. Well, I would think thet the market test is the 
only objective test I know. 

Q. Thet is, the earnings themselves? 

Dey Leos nab ote, with « growing railroad, if you 
have the market price up to your book value, then at that 
point you are ready to cut in, as regulation has a point to 
make, 


Q. I think we ere perhaps arguing about different 


terms. Let us take this test -- the number of empty cars 
indication 
moved; would that be an - to you as to whether you are 


charging too high rates or too low? 

A. I do not think so, because empty cor movement is 
determined by the kind of traffic you sre getting and not 
by the emount of earnings you are making. If you have coal 
traffic you are going to have as much empty as you have 
loaded. Box car traffic, you will probably get let us say 
70 per cent load to 30 per cent empty. 

Q. Yes, but suppose you hed some fluctuations over a 
period; your empty car movement wes some ne or your 
empty car movement was increasing; yeute eran that es an 
indication as to whether rates were too high or too low? 


Ay ido not think so, sir, no. id cannot see that that 
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really bears closely on the problem, 

Q. The use of the railway's equipment, is it not a 
factor? 

A.» Well, you are talking about empty car mileage or 
of idle car adsys? 

OQ) “Both, 

AY Welly ag to empty car mileage, I think that is 
something pretty nearly required by the nature of the 
traffic handled. I do not think it bears directly on 
earnings at all, that is, on whether earnings are adequate 
or inedequaete or overly adequate. Now, if you have let us 
Say a huge car stock unused through the peak season of 
troffic, it can mean any one of several things. It might 
mesn @ general business depression, If it happened in a 
year of prosperity it might mean an over-investment, and in 
that case your Commission might say, "This railwsy is not 
investing wisely; it has provided more cars than ere called 
fore" 

Q. But it would never mean thet rates were too high? 

As, lcennet-'ece how it would, except as I say, you 
establish a proof that the railway did make such sn 
egregiously bad forecast of its traffic thet even in a 
period of high prosperity it hed more cars than it knew whet 
to do with, 

THE CHAIRMAN: Q. Would that be because the 
traffic would go dlsewhere, or not budge st a11? Which 
have you in mind? 

A. Well, you are really envisaging 2 deperture of 
traffic from the rail so fast that they ere left high and 
dry? 

Q. Well, take an era of prosperity? 

Aw "Yess 


Q. Still the cars sare not moving? 
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A, Yes. 

eer well, 18 16 because people have just simply 
Stopped shipping and receiving? 

Aw No. 

Q. Or do they give their treffic to trucks and t5 
other modes of conveyance? What happens? 

A, I hed thought of it in the first place as being a 
matter of buying too much equipment, that they just did not 

geuge their requirements properly. 

Q. They are overstocked even for @ period of pros-~ 
perity? 

A. Yes. Now, in thot case you might say that 
the rate base is too high, by including these excessive cars, 

MR EVANS: I was wondering whether Dr, Innis did 
not perheps have in his mina Something like this, thet if 
you found, having 2 given traffic level and an increase in 
rates, a sudden drop in traffic which rendered those cars 
idle, would that indicate that your rates might have been 
pushed too high? 

COMMISSIONER INNIS: That is right, thet is the 
sort of thing, 

THE WITNESS: That is idle car days, isn't ae 
rather than empty car mileage? 

MR EVANS: Q. Yes, but I think Dr. Innis was 
envisaging, if I got him correctly, a condition where 
management ned acquired what it considered to be necessary 
for the volume which it foresaw, and then, due to higher 
costs, it got an increase in rates, end thst was followed 
immediately by a drop in traffic rather than a certain 
number of cars idle, and I think Dr. Innis wanted to know 
whether you would consider that os an indication thet rates 


might have gone too high? 
A. Well, thet is an indication which the traffic 


tebledoe. blanw wey *oryenw 


Pee eee ea rg er re 
FES Val oi ; a) 
S torr Shea ogee ae fe 
pater? Now Hem: todd 


- 4 ‘ ‘ 
Ef Sio Le sf 4 2 3 caer 
‘ ‘ 
ee fie Rs, = : : a te b? 
ast fe Ome 2 t er ate tal 1 Bi 
w oe, i . yf 
ma per. . 
*¢ rf rn 
; § 3 arte 
a a fr 
U , Sey J : 
ei af fe £ a - 


: AN & 


‘ 


» 4 oe he ahs 
ORLY: Bi + ow Py ft ty: cay SER ti 
€) oats 5 in dee _ 
Sle # hefevag 
tah | _ 
Vv 


\eaeneens. See — 
Bc Se PU ak” ae AT 8 


tie eg glee ted Becrek 


ie = DT ea aa 
. fs bh Vv a i 


gclg ie “ut eng aver tdato 


RND -17858- Prof. McDougell 


department of the rellway would very properly take into 
account, 

THE CHAIRMAN: In doing what? In fixing rates? 

A, In perhaps reducing retes from Where they were 
first set. But the railway ought to be allowed to do that 
or Heil to do dt. at should not be compelled to do it by 
the regulatory ‘board, because if the regulatory bosrd 
steps in when earnings ere still below normal earnings, 
then I believe that they are ed eee judgment for 
the judgment of the railway officers, and they ere not 
equally taking responsibility for the results of that 
exercise of judgment. 

COMMISSIONER ANGUS: @. Do I gather that the 
regulatory board would not Step in except in two situations 
~- one, if the net earnings of the whole system were 
abeve whet was permissible, and, two, if an individusl 
rate were discriminatory? 

fa? Yes, 

Q. And it is under those conditions that you went the 
Crows Nest rates put et the disposal of the Board? 

A. Yes, 

MR EVANS: There wes one other question I made a 
note of; I do not know whether I am too far removed from it, 
Dr, Angus.: Yow put a question a minute ago, end I made e 
note to come back to it. I do not know whether you hed it 
cleared up to your satisfaction. You were telking about 
this maximum return, and I had in mind putting o question 
to Mr. McDougell based on it, but I wes wondering whether 
you were distinguishing in your question between the 
maximum return in the economic sense and in the regulatory 
Sense, 

COMMISSIONER ANGUS: Between what? 


MR EVANS: The maximum return in the sense that 
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you got all you could out of traffic before it began to 
diminish, end in the regulstory sense where you had a 
permissible meximum which might not coincide with the 
maximum return in the economic Sense, 

COMMISSIONER ANGUS: No, Whet I suggested was, 
I understood that the maximum return in the economic 
sense was being spoken of sas an effective ceiling, end it 
was suggested that that would operate q@en if the 
regulatory control were not invoked, because the total 
earnings had not come up to what was allowed. 

MR EVANS: I thought perhaps you had been talk- 
ing in the economic sense, end I thought perhaps you might 
have been at cross purposes with Mr. McDougall, becsuse I 
feel sure that what he has been discussing here is the 
maximum return in the regulatory sense, that the return 
permitted by the regulatory authority would provide the 
maximum limit over all for rates. Perhaps I misunderstood 
DObUROL you, 

COMMISSIONER ANGUS: Q. Have we been at cross 
purposes? 

A. I thought that the maximum regulatory return 
would probably be arrived at before you had come to the 
point of the maximum economic return. 

Q. I rather understood that we were suggesting that 
if competition prevailed in parts of the system and 
monopoly in other parts of the system, the monopoly rates 
might go very high before the regulatory control could be 
invoked, beceuse it depends on the earnings of the whole 
system? 

Re Yes. 

Q. Right so far? 
a. “Yes, 
Q. Then I understood that you were replying that the 
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monopoly sector would benefit by what is called the 
economic ceiling, that the railway in its own interest 
would not put the rates higher than the point of meximum 
revenue? 

A. Yes, 

COMMISSIONER ANGUS: I do not think there is 
any misunderstanding there, ' 

MR EVANS: I am sorry; I thought perhaps there 
hed been, 

COMMISSIONER INNIS: Q. You would not be in- 
Clined to go so. far as to do away with regulation alto- 
gether? 

Boy Os. iG, by no means. 

Q. What is it you want regulation for? 

A. Discrimination, After all, your Interstate Com- 
merce Act wes set up for that particular purpose. We 
followed it here in this country. The ides of regulating 
the maximum return comes in at 1920, It is introduced for 
the purpose of protecting the railways. It was this new 
charter for transportation, and it has become inverted in 
LiCt.. 

'THE CHAIRMAN: Q. Does your definition of whet 
ought to go on absorb the present requirement of the Act 
thet all rates should be Just and reasonable? 

A. Yes. 

Oe wn fixcd—- « 

A. Becsuse I think thet comes under the general ideo 
of discrimination, 

Q. Fixed and maintained by the Board, the Act says? 

Rew Leos. 

Q. And ot a gust and reasonable level; you are pro- 
viding for all that, you would think? 

A. I would think so, 
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Q. That is, just sna reasonable towards the shipper 
38 well as towards the reilway? 

A. Yes, 

Q. You arrive st that result by the mechinery that 
You set "up? 

Me sthinic veo, 

COMMISSIONER INNIS: Qe P* Pine 41+ pretty 
difficult to understand 8 Situation in which you would allow 
8 great deal of traffic to remain idle, and the public 
would not be concerned in the fact that that equipment is 
not being used, 

A. I was Setting up a wholly hypothetical example, I 
thought, Obviously, nobody wants idle equipment, the 
railways least of all, end I was Saying that in this hypo- 
thetical example if you had an excessive overbuilding, then 
the Commission might say, "This was an improvident invest- 
ment of your capitel, and you will be compelled to bear 
the burden of it." 

THE CHAIRMAN: Q. With whet consequence 8? 

A. That the rate base would be proportionetely re- 
duced, and the ‘allowable earnings similarly. 

Q. And then the rates would go down? 

A. Yes; thet they would not be allowed to expect a 
return upon e redundant investment. 

Q@. Well, that would operate as 2 lesson for the 
future, I suppose? 

A. It would operate as ea penslty in the present and a 
lesson for the future. 

COMMISSIONER INNIS: A hypothetical situation 
which is very, very hypothetical. 

THE WITNESS: Oh, yes; there is no shedow of that. 
On the contrary, I would think thet the railways would give 


better service end make more earnings if they had sdditional 
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investment in them, I think thot wes the whole burden of 
Mr. Newman's evidence. 

MR EVANS: One point that perheps might be 
interesting in thet connection, Dr. Innis, is the stetement 
made by Mr. Newmen, thet the aim wes not to provide equip- 
ment for the maximum volume of traffic, but to provide it 
for the average volume, so that in periods of maximum volume 
you could always get e very fine degree of, utilization, 
which enabled you to make the best use of a oe 

Q. Now I might turn to another Subject, Mr. McDougall. 
I gather that you have read that portion s.of Part TL of cua 
Submission dealing with the Msanitobe proposel that reilways 
Should be regarded as instruments of national policy? 

THE CHAIRMAN: Pardon me a moment. I think per- 
haps I might ask a question now of you. You have been asking 
Professor McDougall right along whether he does not think 
that your submission on the matters sbout which he has been 
talking wes rather too modest or too moderste., Do I under- 
Stand that you ere changing it in any way? 

MR EVANS: No, sir. 

THE CHAIRMAN: Leaving it as it is? 
COMMISSIONER INNIS: You mean you were not able 
to persuade Professor MeDougell--- 

MR EVANS: He has expressed his views, and he 
won't be held back on that. I let him express them. They 
certainly did not originate with me. 

THE CHAIRMAN: All right, go on, Mr. Evens. 

MR. EVANS:.@. Iwas about to. suggest to you that 
you had read the discussion in Part II of the Canadian 
Pacific brief, and to ask you your views upon the proposal 
of Manitobs, that railways should be treated as instruments 
of national policy. Would you comment on that? 

+ A. Well, it seems to me, sir, that a good deal of what 
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is said by Manitoba on this topic stems from an imperfect 
appreciation of the historic conditions out of which railway 
subsidies--- 

THE CHAIRMAN: Q. Stems from whet? 

A, An imperfect eppreciation of the historic conditions 
out of which railway subsidies arose end that the recommenda- 
tions for the future ere badly designed to schieve the 
Situation which the province regerds as desirable, 

MR EVANS: Q. Would you elaborate on thst a 
little, Mr. McDougell? 

A. Well, subsidies were given in this country for the 
building of railways for two very good reasons. ‘The first 
was that the necessary capitel investment was very high in 
relation to the capital svailable in the country, and at 
wes especially high in relation to the probable initial 
gross earnings of a newly built line, Therefore it was very 
Hitter scult tor finance railways at all; and even if the 
ultimate success of a railroad was clesr, it was hard to tide 
the new railroad over the early yeers until those major 
structurel changes had taken plece in the community served 
which brought the two into a living unity and identity of 
interest, 

Q. You spoke of two reasons; was there another? 

A. Yes. The second was the extrsordinary efficiency 
of rail against road carriage. Even e@ poor and cheaply 
built railroad could make money carrying 2 ton at the rate 
8 carter by the roed would charge for hauling a hundred- 
weight. This provided the incentive to the community to 
use its credit to raise money to be paid to the railway as 
8 subsidy. The community could well afford to do so with 
profit to itself. Those settlers who were already estab- 
lished would profit greatly by having the railway avail- 
eble; and territories which could either not be settled at 
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all or which would be Settled slowly with great privation 
by people who went in advance of railweys, could be settled 
easily with railways, My own reading of the motives of 
those who made policy st the time is that they thought of 
Subsidies as 9 means of Speeding up the development of a 
privately owned railwoy network snd nothing more, They 
were encouraging the early Stages of a development which 


would thereafter be self-sufficient ena Self-supporting, 


Q. Well, would you say thet that exhausts the subject? 

A. No, sir, but I think it does cover it pretty 
completely down to, say, 1900, when the first construction 
period ends. In the present century estimates of 
growth were made with en exuberance which led to excesses, 
and those excesses had later to be corrected, 

Q. Then do I gather that you do not think that the 
policy sas shown in the early days when these subsidies 
were granted necessarily meant thet the policy involved 
treating the railways as mere instruments of netioneal 
policy? 

we No", “sir, IE do not think SO; certainly not in the 
terms that Manitoba uses, They thought of the private 
railways as an integral part of the national economy. They 
knew that a country properly Supplied with railwsys was | 
far more productive than one which lacked them. But roeil- 
ways were to make their contribution to the nationel well- 
being as independent units in 32 symbiotic relationship with 
the rest of the country. 

Q. Why do you say that? 

A. Well, if that were not so, then the Roilway Act 
would be to me an unintelligible piece of legislation. If 
railways are send ought to be wholly subordinate to the 
Cabinet of the day; if imponderable considerations of public 
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policy are periodically going to require interference with 
their operations; if their claim to financial independence 
is always to be regarded as Secondery to those considerstions 
of public policy, then what wes the point in Setting up a 
quasi-judicial body -- the Boara of Railway Commissioners -- 
to adjudicate between the railways end the public, respect- 
ing the rights of each and requiring esch to fultiteitce 
correlative duties? For myself, I can see no point what- 
ever in this administrative mechinery except upon the 
assumption that tHe railways are expected to be independent. 
Q. Now, heve you anything to edd on that same subject? 
A. Yes, I think there is one more significant point, 
and that is that when the majority of the Drayton Commission 
of 1916-17 recommended the Setting up of the Dominion 
Railway Company to own and operate the railways which leter 
became the Cansdian National Railways, it made the complete 
independence of that company from 311 political and govern - 
mentel interference--- 
THE CHAIRMAN: Whot yeer did you say? 
A.‘,1916-17. It mode the complete independence of that 
Renan pokn 811 political and governmental interference the 
foundation stone of its proposals. 
Q@. Do you mean to say that was in the statute, for 
instance? 
A. Oh, no, sir, This is the recommendation of a Royal 
Commission, 
MR EVANS: The Drayton Commission, my lord. 
THE WITNESS: It was not only to be independent, 
but the trustees who were to operate it were to be 9 wholly 
Self perpetueting body. The Government would receive the 
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dividends which that company was expected to pay after a 


few years end could use that income to reduce taxation, but 


it wes to have no voice in the menogement of the company 
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even on the most important of long-run questions, 

MR EVANS: Q, Now, whet is your view es to whether 
it 1s desirable that reilways, or st least Some of them, 
Should be privotely owned? 

A. I think they Should, sir. The primary reason is 
thet I am conscious of the dangers that follow from the 
concentration of power. TI do not believe it is possible to 
expect that railways could remain Self-supporting if they 
were to be regarded and dealt with by the government of the 
dey as mere instruments of national policy. 

If ell railways come under public ownership be- 
cause that was the only way in which they could get funds, 
they would inevitably come under the thumb of the government 
of the dey, which would have to meoommena to Parliament that 
it vote those funds. 

Li say that is the major reason, that Government, 
which alresdy has 3 very large finger in the livelihood of 
the average man, would have a whole hend in if it took over 
the railways too. 

Q. Have you other ressons? You Say thet is the major 
reason, 

Me Yes, sir, I say so for more narrowly economic 
reasons also. So long as we remain a democracy--- 

THE CHAIRMAN: Q. Are you not reciting what would 
be inherent? If the Government took over all the railways, 
of course they would 311 be Government reilways, like in 
England today or in France today. 

As And Lt is the tapacr- = 

Q. For the last seventy-five years in Germany; you 
hed Government ownership of 811 the railways in all those 
countries, 

A. But is it not the impect of Government control--- 


Q. Are you not describing merely the necessary conse- 
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quences of Government ownership? 

he.) VAGhinks so... yes, ~- Just so we sre both agreed that 
it is the impact of that strategic power reaching into 
every corner of the economy, Making railweys wholly public 
properties would meen a vast extension in the power of 
government over what it now is in this country. 

Q. In this country? 

A. In this country, yes. 

MR EVANS: Q. You were going on to give other 
reasons? 

A. I sey there sre nserrowly economic reasons also 
for holding to that position. So long @s we remain a 
democracy--- 

THE CHAIRMAN: @Q, What you have said so far does 
not seem to me much more than Saying that Government owner- 
ship means Government ownership. We know that. That is, 
you say if the Government takes over 311 the railways it 
has all the railways; of course it has. 

‘4 It not only has all the railways, it has a control 
over everything that moves through the railways, which may 
be a very much bigger thing, especially if there is any- 
thing like the chance to distribute either rate favours or 
wage favours. 

Q. Well, have you studied those incidents in reletion 
to what did take place in other countries when Government 
Ownership became effective and was carried on? 

A. I have read some, yes. 

Q. It is going on in England today? 

Ae Ves. 

Q. But of course that is--- 

A. It is too soon to get much out of it, but in 
relation to Germany, you were not bothered with the par- 


ticular difficulties of democracy. 


-et boos Hed a 
sot sim les 
Sh tvug gticte aya, 


Be 
me) ewe “Sty ate 
eae 
noite owby, pa tO gate 
fh ete st scene o, 
: alesse Sw 8S wath OR, olde tovie poet sO! oa) 
| . cn? jails | nih ‘ + a alee. i | imtetcoaaeptab " I 
aaob Sah cs pies ovate up aANW. Ap scat a) ae an ore 


rocw Jeon, ve 2 re es gearior reals | Stet fev, ‘pe ot nek, Son - 
par 3 a tae waehoge petieseers deleeurasyed, Biles qide” “bh 
th 84 va. bow Gish ote wore Henkes dassinsevo eR atid: $2) vee. tte | 
NOR Pad ppd be 8 2 anon “th peewee pad Lie ead) 
Loud oa ‘dues deyewdiot atid ite gad eEN. hee hee 
Use he triw yeueuinss, ais! Aguvtdd saver pede Hatdessgiore Te¥O. tt oe 
a Be shat dd at ‘ydtensogae | anrad: ouast singe Yisv & att 


40 BAGEL Bae eorléts odudigas tb oF sangels odd es gitds 
A aaa Pe he ae ie Sons eievel: vase 
Rkiteley nk: tnwadod®. Awodd Botbids vcy goad iow Bian, a 


veh Werte, wi goslg. aaa bS5: sane ‘at ; 


Mie poe Bos oveleet hs. ameeee ‘gtdtcatio ee. 
a Nios peat ayes. ; ie be) a 


oe 
- 


ag y a Py 
“gales brie feat ns aa ak ae De if%. ee 
f i ¢ diy a we i me Ay ids ) ws 


RND 


-17868- Prof. McDougall 


Q. Why? 

A. Well, because in the imperial regime, pre-1914, 
you did not have the Kaiser depending to the degree which 
our Government does upon the vote of the Reichstag. 

Q. Well, there mey have been a degree of Gifficulty, 
but you had the Reichstag, end you had elections, end you 
had deputies, whet we call members, 

COMMISSIONER INNIS: Ana Parliament responsible 
to Cabinet. 

THE CHAIRMAN: And in France, too, you have even 
more So; you have a little too much of it there, 

COMMISSIONER ANGUS: Were the railways imperial 
railways or Prussian and Bavarian end so on? 

THE CHAIRMAN: I think they were imperial. 

THE WITNESS: I believe you are PLEND toast 
they were Prussian; they became idamperial, at least 
they became the Reichsbahn, in 1923 or 1924, 

THE CHAIRMAN: Q. Before that they were stete 
railways? 

A. You see, up until 1914 they were not only self- 
Supporting in Prussia, they were the source of considerable 
profit, and it was therefore possible for a strong bureau- 
eracy to hold them out from the control of the legislative 
body in a fashion that we have not yet found in this 
country. 

THE CHAIRMAN: Q. Well, you are telling us, then, 
the dangers you would see from complete Government owner- 
ship in this country? 

A, Yes, 

Q. Can you lesd to that by what you have seen of 
partial Government ownership in this country so far? -- 


because it is a pertinent question, you see. I do not 


want to embarrass you. (Pege 17871 follows) 
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a Well, the final passing of ite Gene of 
the Canadian National Railways is done by 2 Committee 
of the House of Commons. 

There is a passage in the 1926 Report of that 
Committee which is, to me, immensely significant. 

ead Bele oy” AME Henry was then chief of Research 
and Development, and he produced a very competent study 
of the variations in expenses of the railway in the 
Year L925; 

Knowing something of the technique involved, 
I realize how much work went into that study and how 
carefully it was designed to be a full report, and yet 
one which was clear and intelligible. 

The report was made, and the next question 
was: "Who did you buy ties from in my constituency?" 

It might as well not have been made, because 
members of parliament are busy, and to them a House 
Committee is only a small part of their duty and 
responsibility. They just do not have  .the time 
to sit down and to sWeat through what was in fact 
a multiple correlation study. 

Q. I was wondering just what the answer to that 
question was? 

A. fT-am sorry. I can carry some things, but 
not too many. 

COMMISSIONER INNIS: Q. Labour used to be 
more powerful under a system in which the railways 
were owned by the government? 

A. I would think so. If you have a bloc 
of people with interests spread across the country, 
then those who are bidding for their votes will 


consider them. It is inevitable. 
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Q. Why would labour be Opposed to amalgamaticn? 

A. I would think it is like many other things, that 
while amalgamation might, in the end, produce a greater 
number of votes, nevertheless the powers feel that 
in the short run -- and it is the short run they are 
probably considering -- it might mean a reduction in the 
Staff employed and therefore they are against it for 
that reason. 

They can answer it better than I can. But 
that is my Pesdine: od» Lh. 

Q. You mean that labour is just short Sighted? 

. A, Aren't we all.mostly? . I thought that was 
my major contention in relation to rates this morning. 

MR. EVANS: Q. Now then, you have come to 
what you said was a major reason for your views that 
there should not be public ownership of all the railways 
in Canada; and you said there were also other reasons, 
which you called narrow economic reasons. Would you say 
what you think they are? 

A. So long as we remain a democratic people, 
interests will be able to put pressure upon the government, 
and especially when elections impend. 

If all railways are government owned then there 
will be short-sighted pressure to preserve the outmoded, 
or to compel the introduction of additions which are 
uneconomic. Moreover, we would be open to log- 
rolling between geographic areas to extort local benefits. 

At the present time the existence of private 
competition as related to publicly owned property puts 
a certain natural limit to that kind of pressure which 
can be applied when there is full public ownership. 


Furthermore, I believe the present situation 
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is better, even from the Standpoint of those who complain 
about it at the present time. There is competition 
between the two railways. 

I know, from talking to small Shippers, 
that this gives them 2 leverage which no regulatory 
body could give. 

The withdrawal of even small traffic from one 

Study 
Line will bring an earnest/of the grievance complained 
of and a correction, if that is possible. 

However, if there were a railway monopoly, 
there would be less interest on the part of management 
ine correcting: euch Situations; and moreover it would 
be jee aa to work against a body of employees who 
would/only too conscious of the monopoly power of the 
railways and whose unions, under the new Situation, 
would go far to fulfil theoretical gains. 

Anyone who knew the situation in Canada 
before competition became effective would testify 
that the unionization of some employees has a tendency 
on others to use their position for private gain. So 
there would be much more discontent than there would 
be complaints about rates or anything else directed 
to the management. 

Q. You think that competition is a very important 
factor to be borne in mind in dealing with this subject? 
A. Yes. I think competition is both flexible 

and productive. 

In the late war, the wartime Prices and Trade 
Board attempted to control prices. It was recognized 
that regulation was not half so effective as the spur 
of ‘direct competition. I believe this must be so. 


No matter who regulates, or how much effort 
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28° PUTPERCOC TE 

Regulation can, at best insure that operations 
are carried on with e certain modest incompetence; 


but active competition with efficiency as the price of 


Survival will produce results. 


Q. Have you anything further to add on this subject? 
COMMISSIONER INNIS: Q. Do I infer that the 


competition was anything more than competition in 
service? 


‘\ 


A. There is definitely competition in service, yes, 
and that is protection for the Small shipper. 

Q. You are not Suggesting that there is any 
competition in rates? 

A. No. Although I will Suggest that when they 
Sit down in the Canadian Freight Association, there 
will have to be a matching of views, in which one line 
may well be the spokesman for the Shipper. 

MR. EVANS: @Q. When you say "spokesman for 
the shipper", had you in mind the case of a line which 
had quoted a rate to a shipper trying to get that rate 
on behalf of competitors? 

A. you. 

Q. Is there anything else you would like to add 
on this subject? 

a I have said that leading the railways in 
private hands with reasonable earning power and 
real indep*ndence of action tends to diffuse pcwer 
and fosters a continuous interest in giving good 
service. 

I envisage vigour and vitality in the private 
operation. If it is devitalized by the denial of 


earning power and by an e€Xcessive regulation, then there 
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is no particular reason to expect much from it. 

The management must have responsibility and 
authority. If it hasn't enough free money to permit 
it to keep up in the railroading art by improvements 
to its line and by the purchase of new equipment, 
if it dare not show initiative but must wait for 
permission or even for direction from the regulatory 
body, then the fact that the property is nominally 
in private ownership is of relatively minor importance. 

COMMISSIONER ANGUS: Q. The more strictly 
regulated a private interest is the more advantages 
there would be? 

ae I would think so, yes. 

MR. EVANS: Q. At the bottom of page 6 of 
Part II of the brief there is a sentence which reads 
as follows: 


"Canadian Pacific believes that 


private enterprise in the railway field 
does require regulation, but that the need 
for regulation becomes less and less as the 
railways lose their position of semi- 
monopoly in the presence of increasing 
competition of other forms of transport." 
Would you care to express your views on 
that submission? 
AY I am in full agreement with it, with that 
statement. 
Comprehensive regulation was one thing 
when railways had a monopoly of land transport; 
it loses much of its justification when railways 


are exposed to competition on all their high-grade 
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Even under monopoly the formal defence of 
regulation was that it was meant to prevent exploitation 
of monopoly power. The same principle is valid when 
the shoe is on the other foot. 

It is a perversion of justice to use the 
regulatory mechanism to prevent the railways making 
normalearnings upon their real investment. If they 
are no longer a monopoly they should no longer be 
treated as one. 

Q. What do you view as changes which have 
taken place, and which will take place, if motor competition 
is toncontinue? 

A. I,find it very hard to visualize what must 
come there, because motor carriers are probably going 
to increase in importance. But the response to that 
situation is, I think, as obvious as it is inevitable: 
that the railways must be allowed to increase rates on 
their low-rated commodities to offset the loss of 
revenue on the high-rated commodities. 

I question whether there is any real hope 
of a correction in the situation presently ruling 
until the railways are able, by raising rates. on 
the low-rated commodities, to make the public realize 
the full cost to them of the present unfair competition. 

COMMISSIONER INNIS: Q. You do not think that 
regulation will become more and more necessary as 
competition became more intense, to consider it in 
a reverse position? 

A. No, I do not think so, and for one very good 


reason: that if motor competition is entirely a 


provincial matter, I do not see how you are 


going to rectify what was done, or what is being done, 


a mat Cy 
fe 
arr Coad 2 - pe | 


7 A” 


ee 


a. 
hi 
ae 
: 
, » 


ee ye 


5 cin este veteqonba 2 tegnok on one 
‘ene bs betsondt 


(eran iter. symneNs : ae owety Boy att toa 2. 
PEL oaNe 5° tdi EY omaly: ovat BEE w aokitw: faz. -soety: aoe si 
| i cap ReRe ets of er 
Peale Seriy sat Uae DW oh Bish = yew aE bakt T ol. i ¢ 
qitos: Yide soy gee” emp Lr. re Riel seucoad’ srtedt yh aes) 
dea of oseteg en ent! tue .odasdercqms we ogee Toar. bai. 
roldeiivoat ad ge ae avon se Sseiett 3 val nokteutts. 
i> aoten GHRstoRe: of Sewolls od Sewn syewlien oft Jedd nee 
. Fo gard oat gear cB! ‘eat tbe me bodigr-moS. Thee a 
j ener bataa- tight! oti GO ‘oan9vE,, : 
 pgiat feed: oe ah omrertz" Rantonw aot Rou E vit | ( J 
ELIA Votaoderty: $k Beart ihe odd at moltvosrros #° 3c | hi 
ie godine aniates weil ote: “te oe min oat Lhdeu 
OSES dat shidegy sat over of + BS: Evttidsame 5  bostere mat ait 
ths ES aegis ¥ eto tego say to meat og 28; yo fist ort 
tere srt Pout oe OX . OB comin AMKOTRANADDY 


hp 


he quienes ertont Gite’ 2 onto Sah vad, £s fe mtigbogor ; 3 
a. He “acGulaaos OF <Qumetrl: stom om oed EF Soqums | : 
Sas ‘Efi gag i adi 
renee Es onto tot. Gris 5 oe iets shies ni x et oh 
& eee at aa REEL 9 testo tt site tet 
O56 wow, worl a8e tom ob T ame . | 
Seb getted et din Sah went Date 


7 ‘ 
7 
7 


: - P a , nT Y J iv 
; o Pee * 
7 a) and ‘daira: ball Uy 9 


~17877- Prof. McDougall 


by the provinces, by narrowing the railways in by 
Still further regulations. 

Let me suggest this: that when the railways 
had a monopoly power, when they were the major carriers, 
then you established a certain rate structure which 
Was appropriate to that condition. 

Now, if I understand a £Z00d deal of what 
has gone on the record of this Commission, it is an 
attempt to retain all the fruits, while refusing to 
recognize the changes in the fundamental bases which 
produced those fruits; and it seems to me there is 
a conflict there which is too great to be allowed to 
go unresolved. 

Q. What about others in the intense competition 
in the transport business being more serious than 2 
monopoly? 

MR. EVANS: You are thinking of rebates? 

COMMISSIONER INNIS: Yes. 

MR. EVANS: We are not asking for that to 
beremoved., 

THE WITNESS: That comes under the general 
head of discrimination and it is such a vicious kind 
of discrimination it would certainly be the last thing 
to come. 

THE CHAIRMAN: We shall now take a short 


recess. 
Recess 


Upon resuming: 


MR. EVANS: Q. Prior to the adjournment, 


I had put to you, and there had emerged from it a 


considerable amount of discussion, about a suggestion of 
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Manitoba,. that the railways should be regarded as 
instruments of national policy. 

THE CHAIRMAN: Instruments of what?? 

MR. EVANS: Instruments of national policy. 

Q. Now then, Manitoba also raised, Jn tis prier- 
a suggestion that the railways were really the delivery 
department of the Canadian economy which was being run 
by the government of Canada. 

Would you make any comments you may feel desirable 
on that concept? 

Ae Well, I can only interpret this as a concept 
which would be consistent with complete government 
ownership of railways. 

The suggestion that the railways are the 
delivery department of the economy reflects an idea 
that this country is a Single and totalitarian business 
institution operated by one Board of Directors. 

Onathe contrary, Canada is as yet a free 
economy in which various economic interests cooperate 
with cach other on terms which are arranged by a 
process of bargaining. 

Unless we are prepared to abandon that in 
favour of the totalitarian theory, one cannot approach 
the matter of regulation of railways on the assumption 
that they are merely the delivery department of the 
economy. 

COMMISSIONER INNIS: Q. What is that word? 
Is it "delivery"? 

MR. EVANS: Yes. ‘You will find it discussed 
at some length at pages 13 and 14 of Part II of our 
brief; and it comes from page 3 of Chapter III of the 


Manitoba brief. 
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THE CHAIRMAN: Q. After all, we must find some 
word? What part of the Cconomy are they? The carriers 
Operate. What objection to the word "delivery" is there? 
They are part of the economy. 

Pos That is right, they are part of the economy. 

Q. Then how would you deseribe them if you do 
not like the word "delivery"? 

A. I think the implication in the term used was 
that they were merely a subordinate part without any 
independence, and that they took orders but had no real 
right to determine what would happen. 

"Took orders" from whom? 

From whoever was head of the firm. 

Q. Head of what? 

A. Head of the firm. [In this case, whoever controlled 
the Canadian economy. 

Q. You mean the Board of Transport Commissioners? 

A. I mean our Cabinet. 

Q. The Cabinet of Canada? 

A noes I think the distinction would be this: 
A delivery department for a store is one department of 
that store under the general manager. 

But if the store enters into a contract with 
a private carrier to deliver its parcels at so much 
each, or so much per hundred pounds or a combination of 
the two, then that carrier is a private carrier. And 
I think that is a much clearer and closer parallel to 
the poSition of the railways to the Canadian economy 
than is the idea of a delivery department under the 
thumb of the general manager of a store. 

Q. I would suppose that the Manitoba brief in 
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using this word would go on to tell us what they mean? 
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MR. EVANS: It is page 59, Chapter III of the 
printed brief entitled "Manitoba"s Submission". The 
Chapter is entitled "Railway Service - Standards and 
Coat. 

The opening paragraph reads as follows: 

"In the preceding two chapters we have 

dealt with the philsophy and attitude which, 

in our view, should underlie the changes which 
your Commission will recommend in the legislation 
and the administration which controls railway 
operations in Canada. We now turn from these 
discussions of general matters to a more specific 
consideration of certain aspects of the policy 
which, in our view, should be followed in the 
future." 

This is their concept of regulations brought 
into very specific terms; and then they list three 
things: 

"(a) the standard of railway service which 
should be made available to Canadians; 

(b) the methods of determining the total 
expenses necessary to provide that 

standard of service; 


The methods by which the amount of 
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revenue necessary to cover those 

expenses is to be secured." 

And then they start out to discuss the 
Standard of transportation service; and at the bottom 
of page 60 this is the concept of the delivery de- 


partment: 
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"The relationship between the people of 
Canada and therailway System is, in this regard, 
somewhat similar to the relationship between 
& large retail merchandise establishment 
and its delivery system. The problem is to 
decide the type of delivery service which 
is to be provided, which includes such 
questions as the frequency of deliveries 
to the customers, whether those deliveries 
are to be made in new modern trucks, or 
in older, cheaper vehicles, and what pro- 
portion of the total revenue of the es- 
tablishment is to be set aside to pay for 
the delivery service. One method of dealing 
with these problems would be to allow the 
manager of the delivery department full 
authority to settle them himself. So long 
as the total area served by the establishment 
continued to expand rapidly, and the number 
of customers and the volume of goods to be 
delivered continued to expand with it, it 
might be quit’ satisfactory to leave these 
matters in the hands of the transportation 
manager, for his natural tendency to expand 
and improve delivery service would be quite 
in line with the needs of the company. But 
it would always be clearly understood that 
his decisions were subject to review by 
the general manager of the entire organization. 
Once the full area which was tributary to the 
store had been supplied with regular delivery 


Service, there would eventually come a time 
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when the.general manager would need to assert 

his authority over the transportation manager 

and see that the activities of the delivery 

department were not inconsistent with the 

needs of the whole company in the new 

circumstances. It is our view that Canada's 

railways have now reached that position," 
McDougall 

It is with regard to thet that Professor/has 
been directing his evidence. 

MR. EVANS: Q. Now then, had you completed your 
answer on that question as to your opinions on it? 

A, Yes sir, I’ had. 

Q. Now then, at page 57 of Part II, we are now 
in the brief dealing with the matter of horizontal or 
flat percentage increases in freight rates, and the 
following appears: 

"In following the argument, it should be 
remembered that the rise in the general price 
level has been the moving factor in compelling 
rate increases, certainly since 1946 and 
practically since 1914," 

Would you like to comment on that paragraph? 
A. That seems to be nothing more than a recital 

of obvious facts. 

Railways are an integral part of the whole 
economy. They “y coal, steel, lumber and all their 
other supplies in competition with the rest of the 
community. They must compete with other employers 
for the services of labour. 

There is no conceivable way in which they 
can be insulated against general changes in the value 


of money. Therefore when prices rise sharply, they must 


a ly 
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be allowed to share in the Seneral movement. But just 
because their selling prices are regulated there has 
always been resistance to this perfectly normal re- 
edjustment, much of it by people who had themselves 
already raised their own Selling prices. 

Q. Yes. 

A. The railways were prosperous under the rates 
and costs of 1914. It was the external force of a 
general inflation that caused the rate increases up 
tee OPO; 


The railways were distinctly not prosperous 


at 1939 because the Canadian community was so depressed 
at that time that the volume of traffic was unduly low, 
but they did not ask for increased rates to compensate 
them for the fact as the American railways did in 
Pre LOS 1a) 

Upon the contrary they reduced many rates. 
They did not ask for an increase in rates until 1946 
when the inflation was already far along. It might 
have been better for the nation if the railways had 
raised their voices much earlier than they did. 


Q. That has been a condition in all parts of 


inflation, that we have had this public ' clamour of 
this. kind. 
A. Yes, I think of the nearly inevitable con- 


sequences of regulation under inflation, because people 
become used to particular prices, and they do not make 
a connection between an increase in the value of income 
to them and of an increase in the cost to those who 
provide the service. 

And then, towards the end of every great 


inflation, the public has got to be re-educated to the 
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idea that general price changes have got to be truly 
general. And I say with some regret that this process 
has not yet been completed in Canada. 

COMMISSIONER ANGUS: W.. ~ Do: you contemplate 
that there will be a great many increases in freight 
rates at frequent intervals, that is, a great many small 
increases, rather than a few big ones, if they are to 
keep pace with a rise in prices? 

nh. No, I do not. I would think that the railways 
need not appear more than twice in a year. It all depends 
on the rate’ at which the wages and other prices are 
changed against them. 

Q. You estimate twice in a year? 

jap Twice in a year. For a period, in 1946 to 
1947, your prices went up, wholesale, by about twenty 
points in twelve months. I would think that there you 
would be probably compelled to do it twice. 

Q. And you think that changes in the wages of 

occur 
labour on the railways should / twice a year,too? 

A. Well, if wages changed twice in a given 
calendar year, I would think that the rates ought also. 
But is your question: Should labour be Open to re- 
negotiate its contracts every six months? 

Q. Yes. If you are thinking of smooth increases 
in which the railway rates climb along with other prices, 
Should they not all go together? 

Pos Yes, I would think so. I am not welcoming it, 
mind you; but I would say that if you are going to have 
a general inflation, 1t ought to be general. And if 
the railway unions make an agreement for twelve months, 
then I think they should live up to it. 

COMMISSIONER INNIS: Q. ou do not say 
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anything about DeTiatio; 


A. It has been a less urgent problem recently. 
Q. But a very urgent problem in the depression? 
A. Yes, well, in the last depression, while you 


did not have any formal reduction in rates, you had 

a fairly continuous whittling away. And secondly, 
you had such a low volume Of traffic, 1¢ was, I think, 
particularly clear to me at least that the railways 
were getting by only by such a reduction in their 
expenses and outlays on maintenance as could not have 
been permanently supported, 

Q. I was wondering in this paragraph which you 
read, Mr. Evans, where you referred to a rise, whether 
you could substitute the word "decline" in the general 
price level? 

MR. EVANS: To make it read that 2 decline 


in the general price level would be a moving factor 


in compelling rate decreases? 
COMMISSIONER INNIS: That is PIghG, 
MR. EVANS: @, What do you think about that? 
A. I would say this: that if it had proven 
possible to achieve a reduction in wages and rates 
by the railways in step with other general reductions, 
then I would say that the next thing which might very 
well moveyyour freight rates -- but I tried to meddle 
in that at that time and I got nowhere. 
THE CHAIRMAN: Q. You say there might be a 
revision of freight rates every six months? 
A. I was talking about the period of acute 
inflation such as we had in 1946 and 1947, especially 
the period roughly from March, 1946, to close to the 


end of 1947. 
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COMMISSIONER ANGUS: eee rrLen discussing 
inflation and deflation, are you assuming that the 
volume of traffic is constant? 

a Well no; I cannot, because i wilbtake it 
that in an inflation you will probably have some Stimulation 
which will tend to increase your volume, and that no 
matter how ultimately desirable deflation will be, 
its immediate effect will be towards a reduction in 
the volume of traffic, 

Q. Would you look for this when you compute an 
increase in freight rates in one case and a decrease 
in the other? 

A. Oh yes. 

MR. EVANS: Q. Well then, we have been 
hearing from you your views that the public needed 
to be re-educated to these conditions after a period 
of inflation; and I noticed the following paragraph 
which gave rise to that answer, at page 57 of Part 
It of the brief, where I read as follows: 

"The argument proceeds, therefore, from 

a'normal' situation in which rates are in balance 

with other prices and with the needs of the 


railways." 


(Page 17897 follows) 
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Does ‘that express, perhaps in another way, what you had in 
mind in answering the Pi vious question? 

A. Yes, sir. The situation is normal when prices are 
in balance one with another and when trade proceeds freely 
for that reason. I may add that an inflation has, almost 
inevitably, a disruptive effect upon such a situation. LG 
may produce a feverish activity for a time, but it is 
definitely not wholly a healthy activity. Prices get out 
of relationship with one another and serious dislocations 
arise . 

Q. How does that relate to transportation? 

Ae Transportation is an integral part of the whole 
process of production and distribution. It involves costs. 
Money prices are reflections merely of those real costs. 
When costs rise generally, railway costs rise with them, 
and therefore railway rates, which are the Selling prices 
for railway service, must rise also. 

Q. Now then, this section of the brief, «pare 2) tn 
effect argues that increases in flat rates in cents per 
hundred pounds are undesirable. Would you care to give your 
views on that subject? 

A. Yes, sir, I agree with that position, and I think 
the examples given at pages 57 and 58 of part 2 or your brief 
explain why these flat increases are undesirable under such 
a price situation, and I emphasize that it 1s an argument 
directed at the particular price situation which we have 
experienced over the last four years. Let me argue it out 
in this way. Looking at page 57 at the bottom of the page, 
the normal condition there assumes that there are differ- 
ences in transport costs, and those differences are offset 
by other advantages on the part of the distant producer so 
that the mill net prices, that is, the 96 and 92, include 


equal amounts of profit. 
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Q. There you are comparing those two columns, produced 
near the market and prod .ed far from the market? 

A. Yes, and the mill net price, 96 near the market and 
92 far from the market and transportation in one case 
double the cost in the other. 

Q. Yes? 

A. I am assuming this is normal, that these people 
are going to continue to produce, and that they will make 
approximately equal amounts of profit per unit of product 
in these two different situations. 

Q. Now then, would you proceed with what you were 
about to say about that? 

A. Now then, if you follow through the examples B, C 
and D on page 58 you will see that any change in freight 
rates other than a percentage change is going to distort 
the relationships between these two producers, and it is 
going to increase the profits of the more distant producer. 
Look, for example, at example B. You have doubled your 
market price and your transport cost is unchanged, and your 
mill net prices are now 196 and 192, so that the spread 
between them, which under the normal situation was 4.35% 
becomes 2.08. In other words, the distant producer is now 
able to make more profit out of a unit of product, other 
things being the same. He is able to bid for labour 
and for the services of the factors of production. He is 
advantaged by the fact that selling prices have increased 
and his transport costs have remained dunchanged. It is 
therefore a pressure to build up production at the distant 
source. 


Q. Yes. 


A. Now then, example C takes an increase by a flat 
amount, that is, in place of a transport cost of 4 and 8 


you now have 7 and ll, but the difference upon your ratio 
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between mill net prices is almost negligible. Comparing 
examples A and B it was 4.35 to 2.08. Comparing A and Cc 
it is 4.35 to 2.12; in other words, it is not significant. 

Q. What you say then is that under C the position 
is relatively the same as though you were under B? 

A. Yes, it is almost the same as if you had made no 
change whatever. 

Q. Yes? 

A. Now, example D has a 50% increase in transport 
charges, that is, you are approaching the kind of change 
that took place in prices. 

Q. Yes? 

A. But you have still moved only half the way back 
to your normal situation. 

Q. Normal being to get back to the original position: 
market prices having doubled your rates are double to get 
back to exactly the same position as you were in when you 
had item A? 

A. Yes. Under D you have the same situation in which 
Some bonus, some additional encouragement, is given to the 
distant producer. 

Q. And that is demonstrated by what? 

A. Finally when you come down to E where you allow both | 
prices and transport costs to double you have restored your 
normal situation. 

Q. Then you get exactly the same result as you had under 
item A? 

A. Yes. 

Q. Now then, have you any further cocment to make on 
that? 

A. Well, I am not saying that the more distant producer 


would not like to retain this Spread in his favour. We are 


most of us ready to take all we can get and then to look 
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hopefully round for more. What I am Saying is that rail- 
way rates are prices charged for sereeewe given. Giving 
services involves costs which must be met in some fashion. 
If the money cost of giving service increases then so must 
Une price at wiich 4% is “sold. 

Q. Then what do you say about attempts to deal with 
a situation of that kind other than by percentage increases? 

As LGAs ry 1ihds going to result in distortion 
in the distribution of population and industry, that so 
long as it remains the distant producers will be given a 
Special advantage in bidding for resources , that the 
amount of transportation used fruitlessly will be increased, 
and in the end the community will be worse off until 
economic pressure restores the old normal percentage 
relationships. That is, of course, assuming that there 
28 na fundamental change in the techniques of transportat- 
PO. If you could wave a wand and cut costs by half you 
have a new situation. I am merely saying that until some- 
thing of that kind happens so long as the old situation 
remains then you ought to try to go back after your 
inflation to those relationships which held before it 
started. 

Q. Now then, I would like to take you to a different 
subject. The Commission will find this subject dealt 
with at pages 128 to 134 inclusive of part 2 of the 
Company's brief. Mr. McDougall, have you read the sub- 
mission of Alberta on the subject of Industrial Location 
and the Rate Structure? 

AP Yes) p tai. 

2. Would you give the Commission ‘your views on the 


argument made in that brief of Alberta? 


(Page 17903 follows) 
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Ae Welk Uf believe, sir, thet this is 8 particular 
example of that general fsilure to recognize the life 
process of an economic Society of which I have already 
Spoken. It is quite clear to me thet Alberts will 
develop en increasingly diversified manufacturing industry 
based on the raw materials which sre rey whose exploit- 
ation is now proceeding at an increasingly rapid rate, 

THE CHAIRMAN: Q. Tell me, whet raw materials 
have you exactly in mind? 

A. I am thinking of oil ana S8S above all else. 

Q. Just those two? 

A. Well, those two particularly, because of so much 
that can follow from them. 

Q. Are you thinking of meat, for instance, cattle? 

A. Yes, but I would think that oil and gas, being 
both power and potential chemicals, you ere going to move 
into 3 very important development in that province inside 
the next ten to fifteen years. The very fact that you are 
developing heavily in oil will bring e great many things 
in there to be done on the spot for the service of the oil 
industry. 

MR FRAWLEY: Like whst? 

A. All thet must be done for the service of the 
drilling section of the oil industry. 

Q. ieee things ell come from Oklehoma, don't they? 

A. Well, no doubt they do immedistely after you begin. 
What I am trying to do is to look forward for let us say 
not more then ten years. Are there not signs already thet 
it is developing? 

Q. I have been down here on freight rate cases so 
long that I don't know, 

A. I must say, a11 I have got to go on is from the 


reports I read of people locating branches in Edmonton and 


RND 


-~17904- Prof. McDougesll 


in Calgary. I have not been there recently, 

THE CHAIRMAN: Then I think you were saying thot 
Alberta has become or is about to become en industriel part 
of Canada, and then I interrupted you. Whet were you saying 
from that? Whot was the result? 

A. Well, the very fact that Alberts is so rich in 
other things may make it a little bit harder to develop 
industry. If wages were lower in Alberta I would see an 
industrial development coming much more quickly. But just 
because they have oll and gas I think that meny things sre 
going to come in there in the next, as I Say, ten to fifteen 
years. 

Q. How do you relate that to the transportation problem? 

A. Well, what I am Saying is thet if Alberta would 
measure itself agsinst what it was twenty-five years ago and 
not against oresas whose development began earlier and which 
are also in a different Seographic setting, the resulting 
attitude would probably be sharply different from what it 
now is; end, certainly, for any understanding and measurement 
of the process of growth, the bench-mark must be Alberta as 
it was at some past point of time, end not whet some other 
area is now. 

MR EVANS: Q. When you speak of attitude, you sre 
Speaking of Alberta's ettitude in regard to freight retes? 

A. Yes, 

Q. Now, as I understand it, the Alberts brief has as 
its thesis that relative rates as between raw and finished 
€00ds should either be passive or should encourage processing 
at or near the point of raw material production. What do you 
Say about that? 

A. Well, I think it is probable, though it is by no 
means certain, that such a rete structure might, for a time, 


encourage a more rapid rate of industrial development in 
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Alberta. That seems to be the reagon why it is put forward, 
But! the rate structures of railways serving the whole nation 
must be nationsl in their form ana purposes, 

I believe that there are two major principles 
here which sre mutually exclusive, One can attempt to use 
the rate structure in order to produce a particular type of 
economy. Such a rate Structure is an integral part of an 
all-inclusive nationel plen. Alternatively one can 

attempt to have 3 rate structure which is economic in its 
intent. 

Q@. Would you explain what you mean in distinguishing 
between se plen which is an all-tnclusive national plan and 
one which is economic in intent? 

A. Well, in the all-inclusive plen there is some 
Group which not only plans but which hos the power to en- 
force its plan,- They set up whot they want to do, trying 
as best they can to Seuge their plan agsinst the aveilable 
resources, and consumers have the end products of the plan 
for consumption. An economic plan is one in which people 
ere allowed to express their demands freely through prices, 
end in which ultimately wheat is produced is a reflection of 
what consumers want, 

Q- Would you like to develop that s little further, 
perhaps? 

A. Well, I might say that in s planned economy there 
is no room for an economic calculation, in the sense thot 
if the ultimate product is determined by the plan, then 
people take what they can get; they do not make that 
individual distribution of their incomes to produce those 
things which they most want. 

Q. How would you add to your description of a rate 
Structure that is economic in its nature? 


As Well, an economic rate structure is one which offers 
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rates at which treffic will move and which will result in 
adequate earnings to the railways which move it. Instead 
of putting the railways (or the regulating commission) in 
the position of deciding what shell sana whet shall not be 
done, it leaves the initiative to the rest of the com- 
munity. The railways are relatively passive. They make 
such rates as will develop traffic, but they do not take 
upon themselves the responsibility of developing eny parti- 
cular type of economy. Indeed, if they sre open to any 
serious criticism, it is that they have been a shade too 
passive in their response to a radical worsening in the 
condition of declining industries end have frequently tried 
to keep them alive by rate reductions when it might have 
been wiser to let them cease, 

Q. Now I might go to a somewhat different subject--- 

COMMISSIONER INNIS: Q. When you talk about 

planned economy, do I infer that you are inclined to draw 
@ sharp distinction between what we think of as our present 
society and a planned society? 

A. Not between our present society and a planned 


Society. I think of what we now do as being a halfway 


house which is not permanently tenable, that we can either 
G0 back to s free Society or we will be inevitably pushed 
forward to ea wholly planned society. 

Q. I am sfraid you have missed my point. Let us take 
the Canadian Pacific or the Canadian National; they are 
large, powerful organizations; I suppose that they have plans 


for the next ten years or five years? 


A. Yes, 
Q. As to what they intend to do. You do not regard 


that as a planned--- 


A. It is definitely not en over-all plan; and, second- 


ly, sre they not rather expressions of hope? I see, for 
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example, thet you have a determination to build the Trans- 
Canada Highway end to contribute by the Dominion toward 
that building, 

Q. Yes; well, does that type of plenning--- 

A. May I continue, sir? TI do not see any kind of 
relationship between that and the cepitel needs of the 
railways over the next five years, and yet I think that 
in net production to the community the Spending of the 
Same amount of money upon the railways would produce a 
greater volume of useful goods than any spending on the 
Trans-Canada Highway. 

Q. Again, the Trans-Canada Highway is enother illus- 
tration of planning, and I am Just wondering whether you 
ére deliberately overlooking the extent to which large 
organizations have planned for the next five or ten years 
in your contrast? 

A. I wonder, sir, if you would not say that the 
Trans-Canada Highway is rather planned ogainst the community 
then planning for it. 

THE CHAIRMAN: Q. Is rather whot? 

A. Planning ageinst the community rather than planning 
for it, 

COMMISSIONER INNIS: TI om not erguing whether it 
is a good thing or s bad thing; I am simply arguing that 
this is the proposed outlay, in which resources will be 
attracted to that particular development? 

A. It is a proposed outlay which is not Subject to 
any price test, 

THE CHAIRMAN: Q. Is not which? 

A. Is not subject to any price test. Nobody has to 
Justify the expenditure of the money by what it is going to 
produce in net benefit to the Canadian community. 


MR EVANS: I am wondering if Dr. Innis did not 
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perhaps intend to ask you to distinguish between planning 
from the top for the whole economy and individuel planning 
by corporations, Was that the thought you had in mind? 

COMMISSIONER INNIS: Well, Iwas a little bit 
worried sbout Professor McDougall's reference to rather 
large vague phrases like totalitarianism SO on, which 
always set me on my guard, and the same is true of planning 
-~ whether that ig perhaps not Overlooking the actual 
Situation, 

THE WITNESS: Obviously, sir, everybody must plan 
for his own particular activities, yes. He gets as far ag 
he can with his plans in the Social medium in which he 
finds himself, But when you come to planning on 3 national 
Scale, then there is equally room for carrying out those 
who might interfere with the realization of Bg Fi 

THE CHAIRMAN: Q. Don't you think @ large railway 
like the Canadien Pacific plans on a “natonal scale? It 
must, mustn't it? 

A. It plans its particular response to what it thinks 
the behaviour of all the rest of the economy is going to be, 
Now, that falls very far short of planning over Canada. 

Q@. And territorially throughout the whole country? 

ne and territorially, oh, yes, 

COMMISSIONER INNIS: Mr, Evens, surely if they sre 
Plenning in relation to C.P,R, profits, that is stil1--- 

MR EVANS: Well, I don't know that I said they 
were planning as regards profits, I Suppose Mr, McDougall's 
word would be better -- we are hoping, 

COMMISSIONER INNIS: Well, you did not like to be 
put in the general position in which your interests were 
entirely eleemosynary, 

MR EVANS: Oh, no. TI think I would be quite un- 


realistic if I dia not say we were--- 
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MR MACPHERSON: We heard from Nr. Newman sabout 


the five-year plan, 


MR EVANS: Yes; you remember Mr, Newman said that 


plan represented what they thought was necessary, but it 
must not be called a programme in the sense that it is rs) 
commitment to undertske it. 


THE CHAIRMAN: Well, we can think it out through 
the night, 


---The Commission adjourned at 4:48 p.m., to meet again at 
10:30 a.m. on Tuesday, March 14, 1950, 


: hy Y 3 % F 
Eisqete 34 


: a= 
Poe 


iy 


| dt Seat  eeeeshe Bow eel te ‘deat Sint nse 


| « af EE tents Gems oat se femecsaom « & bates. 

5 on Ate at AW Soe a. 

ay None Maan ea Laearebeu “9 an iat 

aay F i ; ah; A 
ores Aho Tle 3 BENS pee ot tae 4 tea (a8 ae i” 

3 | 
ge wEewe Poaar Ok: it be beats phe. peatmetamet es 


a: cignes yenDabOME Amp om OES 


. 


521235. 3 


ee ae 


—_—,—— 


Presented t 


The Library 


of the 


University of Toronto 
by 


Professor H. 


ROYAL COMMISSION own TRANSPORTATION 
A ee LUN 


Tuesday,March 14th,1950 
Index Page #11} 


Page 
EXHIBIT No. 205: Report from Montreal Gazette of 

March 14, 1950, re Canadian 

Pacific's 1949 operations. 

(Filed by Mr ECE I OS) we cee oy 17911 


EXHIBIT No.206: C.P.R. Estimated Impact on Freight 
rates of an allowance of an 8.2% 
rate of return. (Filed by Mr. 
Be EO) eee lee Se gh sg 17911 


EXHIBIT No.207:_ C.P.R. amount Available to Ordinary 
stockholders from the Allowance 


of an 8.2% Rate of Return, 


(Filed by Mr. MacPherson) ~ « ~ . = 17911 

PROFESSOR J, ti, McDOUGALL - Recalled, Examination by 
MI) Me, Evans contimea 17912 
pero by Mr, Covertte eur fw tk 17926 
Boom Se jJOURMMeNG =~ eee oe 17978 

PROFESSOR J. L. McDOUGALL - Recalled. Examination by 
ee \Gotery, i. Me. Covert continued - ~ - - 17979 
P.C. ARMSTRONG - Called. Examined by Mr, Sinclair < ac. 18037 
PC OUMEICH OED ef Neem im ee eg 1804} 


; ao: ute vi F iW : 17 48 


'® 
dou 'g : 


BEL 2 Pad ane 


see BSS SS 4 etree we ase 


birt i, 
neg ito ht 


Oe re 


Ed Bike 
oe ra 


hee at shee 
ae 


Rea 
he 
Pee f 
er aa 4 1 ; 


GYEN J iy 
j 


= an ae, ee ne a a Ore, wm, tee “ oe a ee ee ¥ ry oe aes iss bs. 


ROYAL COiuivSSION ON 


THE HONOURABLE W.F.A. TURGEON, KerGay  LiGD, 


HAROLD ADAMS INNIS 


HENRY FORBES ANGUS 


TRANSPORTATION 


OTTAWA, ONTARIO 
TUESDAY 
MARCH 14, 1950. 


CHAIRMAN 


COMMISSIONER 
COMMISSIONER 


Gans Hunter 
Secretary 


COUNSEL APPERARING:~ 


ie wovert, KC. 
G.C. Desmarais, K.C. 


Waeeo Donner, KC. 
ger ei al, oh .C. 


he SE hgh g hc a (Pd 
1.0. Sinclair 

C.D. Shepard 

MA ewMacPherson, K.C, 
J.J. Frawley, K.C. 
FD. Smith, Kec. 


J. Paul Barry 
C.W. Brazier 


J.O.C. Campbell, K.C. 


P.L. Belcourt 
Asst. Secretary 


Royal Commission on 
Transportation 


Canedian Nationa] Railways 


Canadian Pacific Railway 


Province of Manitoba 


Province of Seskatchewan 


Province of Alberta 
Province of Nove Stette: 
Transportation Ccommissicn 
of the Maritime Board of 
Trade 


Province of New Brunswick 


Province of British Columbia 


of Prince Edward 
Island. 


Province 


) 


" =) . 
Voeeee ‘ a a a). ae i: 
-h \ | : ve: 


? A bd 
i. Peres ayy 
. CBR 


. _ ~~ fe wee 
SEER 85 sree aha ook ee es 


HEAT | 

hes Vir if 

¢ Be’. @ a 
i SORES es 


AT cid aan S 


- 17910 - Prof. McDougall 


Ottawa, Ontario 
Tuesday, March 14, 1950, 


Povo to NvG. 8 B'S SiteGun 
--- The Commission resumed at 10.30 a.m. 

THE CHAIRMAN: Very well, Mr. Evans. 

MR. FRAWLEY: Before Mr. EVans proceeds with his 
examination, Mr. Chairman, I thought that it might be 
proper for me to offer as an exhibit the Canadian Pacific's 
annual report which was released to the press yesterday 
afternoon. I call it the annual report. I mean that it is 
the heart of the operating results of the Canadian Pacific 
for 1949. The headline reads, "Canadian Pacific's gross, 
net higher; 'other income' remains big factor." Net 
income for 1949, my lord, was $29,724,000. In 1948 it was 
$27,393,000. In 1947 it was higher; it was $31,893,000, 
In 1946 it was $25,134,000. Then comparative figures are 
also given in the newspaper report. It is hardly a news- 
paper report. The opening wragraph reads: 

" Preliminary figures on results of operations 

during 1949 of the Canadian Pacific Railway 

Company released here'=- that is in Montreal -- 

"vesterday afternoon following 4 meeting of the 

directorate, show a further increase to a new 

record in gross earnings and net “income which 
i) was substantially better than in 1948," 
I do not want to interrupt or take any more time with it than 
that, but I would like to offer it as an exhibit. 

MR. EVANS: I have no objection to that going in. 
I do not know whether it is accurate or not. It is a newse 


paper report. There will be, I should think, before the 
Commission finally closes its hearings the official annual 


report of the Company. I have no doubt that the figures 


are accurately reported. 
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MR. COVERT: It will be Exhibit 205, 

EXHIBIT NO. 205: Report from Montreal Gazette 
of March 14, 1950, re 
Canadian Pacific's 1949 
operations. 

MR. MACPHERSON: The other day I referred to 
exhibits that had been filed in the 20% case during the 
evidence of Dr. Dorau. Those exhibits were 49-92 and 49-93, 
They showed the effect of the 8.2% rate of return on the 
rate base obtained by the C.P.R. of $1,001,000,000, 

I now propose to file these two exhibits from the 20% case 
as Exhibit 206, 

MR. COVERT: Did you say there are two? 

MR. MACPHERSON: There are two sheets. 

THE CHAIRMAN: They are going in together? 

MR. MACPHERSON: I will file them as One exhibit. 

‘THE CHAIRMAN: Will they be one exhibit or two? 

MR. COVERT: I am just going to look at them. It 
might be better to file them as two exhibits. 206 will 
be Canadian Pacific Railway estimated impact on freight 
rates of an allowance of an 8.2% rate of return, and 
Exhibit 207 will be Canadian Pecific Railway Company, 
amount available to ordinary stockholders from the allowance 
of an 8.2% rate of return. 

EXHIBIT NO. 206: C.P.R., Estimated Impact 

on Freight Rates of an 
Allowancea of an 8.2% Rate 
of Return. 

EXHIBIT NO. 207: C.P.R., amount Available to 

Ordinary Stockholders From 
the Allcwance of an 8.2% 
Rate of Return. 

MR. EVANS: I do not know what my friend thinks he 
proves by that because Canadian Pecific is not asking. this 
Commission nor did it make any application to the Board 
based on an 8.2% return. I think my friend is perhaps 


trying to create the atmosphere that what we are asking for 


1s something staggering. 
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THE CHAIRMAN: Perhaps we had better ask Mr. 
MacPherson what he is leading to. 

MR. MACPHERSON: Dr. Dorau's evidence << 

THE CHAIRMAN: Dr. who? 

MR. MACPHERSON: Dr, Dorau's evidence in the 20% 
case has been referred to from time to time during this 
hearing, and it has been referred to, as a matter of fact, 
during the course of the examination of the present witness. 
These are filed as indicating the effect on freight rates 
in this country. One exhibit establishes that the increase 
in rates would be 81% above the rate before the first 
increase went into effect. 

THE CHAIRMAN: All right; go on. 


PROFESSOR J. L. McDOUGALL = RECALLED 
EXAMINATION BY MR, EVANS( Cont'd): 

Q. Mr. MCDougall, at page 141 of part 2 of the 
Canadian Pacific brief the statement is made that the 
freight charges are borne by the consumer. Do you agree 
with that? 

A. Yes, sir, I do. It is clear that this must be the 
case under normal conditions. In general consumers pay 
the total cost of production because they buy the goods. 
When a man buys @ loaf of bread he has paid all the costs 
of producing that bread. Now admittedly this is not true 
to the extent to which at any time any of the agents of . 
production accepts an actual: loss on his operations ~- that 
is, he spends more money in order to produce his share of 
the loaf than he receives in return. I am, of course, 
allowing for such long term costs as are represented by 
depreciation. 

Q. What is the protection against the weakest agent 


being forced to accept <= . 
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A. I think the only protection the weakest producing 
agent has against being forced to accept a labour income 
of zero is the fact that wt some point he will cease to 
function. 

Q. You mean cease to function as =~ 

A, AS a producer. 

THE CHAIRMAN: Q. I did not hear that. 

A. He will cease to function as a producer. That 
is his ultimate and a severe limitation but still a very 
Clear limitation. 

MR, EVANS: Q. That is, tif the producer's income 
Sinks to Zero then he ceases to be a producer?? 

A. Yes, I would think even when it sinks towards zero 
that process of moving out of that particular line of 
production will start. 

Q. Yes, 

A. That means that even in times of depression the 
consumer will benefit from all cost reductions up to the 
point where he ceases to obtain a supply of goods. 

Q. Yes. 

A. I argue that in good times or bad all costs of 
production will be paid by the consumer so long 4s pratuce 
tion and consumption are continuing. What I am trying to 
say is that the interests of any producer are going to be 
protected out of general market conditions which enable 
him to receive a remunerative price from the consumer and 
not out of any special reductions in this or that individual 
cost of production; that wheat growers, for example, are not 


going to be saved from disaster in 4 generally adverse 
situation by reductions in individual items of cost. 


They will prosper when there is a good market for wheat and 
when their crops are good, but they can never prosper out 
of reducing costs of production, that those reductions in 


this depressed situation will go to the consumers, that 
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there is no salvation to be found for producers =- 


THE CHAIRMAN: Q. No what? 

A. There is no salvation to be found for producers 
in whittling freight rates downward. 

MR. EVANS: Q. Now then, it is your view that 
consumers must in the end bear freight rates and that 
in periods of prosperity it is Quite easy to pass these 
costs on to the consumer. When the C@nadian Pacific stude 
led changes in the national index of the cost of living 
according to its brief it was not able to discover any 
Sign of increased freight rates being passed on after 
April, 1948. How do you account for this? 

 Woul., | think, sir, tt is not too difficult. 

First of all, as I have said yesterday, your rail freight 
and switching revenue is a relatively small part of the 
gross national product = at 1947 4.5%. Since many if not 
most of the commodities entering into the cost of living 
are relatively high value goods it is probable that freight 
costs are an even lower percentage of their value. 

Q. When you speak of lower you mean lower than that 
average of 4,5? 

A. Yes. Secondly, the normal merchandising margins 
are bigger than the transport costs. In periods of pros» 
perity they tend to grow wider still. Minor increases in 
cost = and the freight rate increase of April, 1948 was 
just that == are quite often absorbed under such 4 . 
condition. I am quite prepared to admit that the increase 
in freight rates might at that time have had some influence 


on the cost of living but I am aot in the least surprised 
that it was too small to be demonstrated. This is merely 


another proof that railway revenues are a very smajl part 


of the groSS national product. 
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Q. Does the Study of the changes in the index 
of the cost of living which is set out in the brief in 
the eight cities that the study deals with bear out that 
view? 

A. Yes, sir, I think it does. The only city in which 
there is any significant movement out of line is in 
Vancouver, and it is a case that might merit Special study 
to see whether the increase which took place was actually 
due to the increase in freight rates or was due to a 
further widening in the distribution margin. I think I 
must point out that when the whole population is condit- 
ioned to accept substantial rises in prices when freight 
rates rise merchants are under substantial temptation 
to increase their margin of net profit on sales, and to 
allow the railways to absorb the odium arising from the 
Change in prices. 

Q. Now then, the brief contains a Special set of 
Studies on particular commodities. Do the studies with 
regard to particular commodities set out in that portion 
of the brief support what you have said about the more 
generalized index of the cost of living? 

A. Yes, sir, I think they do. In relation to items 
like men's shoes or men's suits there was no connection 
between the retail price and the amount of transportation 
Charged from the manufacturer to the retail store. For 
example, lower prices were quoted on men's shoes in 
British Columbia than within 100 miles of the factory in 
New Brunswick. 


Q. There was also the exempejoe of a carpet, was there 


not? 
A. Yes. We got prices on carpets of various sizes, 


You might take the 9 by 12 as an example. They sold 


anywhere from $87.50 to $115.50 in various markets across 
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Canada, but the highest prices did not coincide with the 


highest transportation cost from the factory, 


(Page 17917 follows) 
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and ths spread in prices between retail outlets was about 
Six times as great as the maximum transportation cost from 
the factory. 

COMMISSIONER INNIS: Are Hoses HRS from 
Eaton's catalogue ? 

A. Well, this was a branded line SO, short of bringing 
in a carpet man we could not get a comparable item out of 
Eaton's catalogue to match against the brand. 

COMMISSIONER INNIS: Q. Eaton's catalogue would / 1% 
Set a level of prices in all commodities handled by Eatons? 

A. Oh, yes, but even if the same manufacturer manu- 
factured that carpet and Sold it to Eatons on the same 
Specification it would be an Katonia or a Glen Eaton carpet, 
it would not be a Sea Shore, a brand name. 


Q. I merely wonder how far the whole principle of 


a fixed price across Canada would tend to determine the prices 
of the sort of commodities you have suggested. 

A. But on this particular carpet you had a range of 
$87.50 to $115.50. 

THE CHAIRMAN: Is there a range of prices in 
the as natn GaN are different prices on carpets of 
different qualities /i mean for the same carpet? 

A. For the same carpet. 

Q. It would be the same price all over in the cata- 
logue? 

A. It would be the same price in each area in which 
that particular catalogue circulated. Now, I am not 
completely confident that the same catalogue is distributed 
nationwide. 

COMMISSIONER INNIS: Q. The main problem is that 


you are dealing with the sort of commodity which lends 
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itself to that type of price. 

A. Well, we took the advice, almost shall I say, the 
direction of the Bureau as to what commodities you could 
get on a national basis, For very obvious reasons. A study 
made between June and September could not take in potatoes 
because there is no national distribution of potatoes in 
any real meaningful sens2, and what would you do between 
new crop and old crop potatoegand so on even in any one 
town? You had to pick things which had a national market 
and which were identifiable, so that youtook a relatively 
good grade of shoe; it might well be that you might have 
had more or less variatiion’on lower quality sold in 
different fashions, but I think we got that fairly well in 
the study of men's suits, because there we had in that one 
case as a standard things sold under a given brand name 
across Canada and in the other we had a men's suit 
which was sold f.o.b. factory and then thereafter the 
retailer was entirely on his own, and I must say sometimes 
he did strange things. 

THE CHATRMAN: Q. Did he pay the freight rates ? 

A. Oh, yes, on the second men's suit the retail 
merchant paid the shipping charges, he set his own price, 
everything was in his own hands, whereas with the first case 
the firm in Toronto which produced that suit had its own 
outlets,had agents whose prices they controlled and so on. 

MR. EVANS: Q. Now that you have mentioned the 
matter of suits, this suit that was sold. f.o.b. factory -- 
what result did you find when it came to an attempt to 
measure the effect of transportation increases and costs 
on the retail price of that suit? 


A. Well, on that particular men's suit I will give the 
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price at June 1 only. 

Q. Which is the retail price? 

A. The retail price. Now, in Moncton, $52.50 and 
$54.50; in Sydney, $58.00 and $57.50: in Yarmouth, Truro, 
2nd Edmundston, $57.50; Belleville Ontario, $55.00, $55.00 
and $57.50; Fort William $57.50; Regina, $60.00; Lethbridge 
$55.00 and $55.00; Calgary, $55.00 $55.00 and $59.00; 
Edmonton, $52.00, $57.50, and $61.00; Trail; 6.07 yPs57 250; 
$54.00, $55.00; Nanaimo, $57.00, $57.50, and $59.50. 

Q. Where was that suit manufactured? 

A. In Montreal and at a price f.o.b. factory of 
$35.00. 

Q. Was there a Montreal price included in your list? 

A. "No; the difficulty was that you could make a 
reasonable check on a small market like Belleville, Ontario 
or Kingston, but if you are going to check on the outlets 
to get a representative price in Montreal alone you would 
be compelled to put in Something close to 2 month and there 
was hide that much time. 

Q. Now, out of all the listed prices you have just 
referred to, where was the lowest price obtained and where 
was the highest price obtained? 

A. I think the $52.00 in Edmonton was the lowest. 

MR. FRAWLEY: Q. Did that move on a class rate 
‘Or on a commodity rate? 

A. Men's suits go by express, indeed, they will use 
air freight for “suits very frequently although when they 
Ship air freight they will ask the customer to pay the 
difference between the rail express and the air freight. 

And Edmonton also had the highest price at $61.00. 


Q. The same suit? 
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A. The same Suit, different Store. 


Q. Different street? 


A. Different Street, different kind of service, maybe 


a different store fromt. 


Q. East of First Street or West of First Street? 

A. Could be. 

MR. EVANS: Q. Now, you have been giving us 
something of what you might call the high grade commodities. 
Does what you have found apply to low grade commodities or 
low-value commodities? 

As Well, it does to a degree, to an almost Surprising 
degree. I had expected in relation to the low-valued 
commodity that the freight rate would be a much more decisive 
factor in price setting than in fact it was, but we got 
prices on Portland cement and we found that the differences 
in dealers' margins were more important than the increase 
in freight charges at April, 1948. 
| Q. Now, would you sum that up a little? 


A. If I may sum up this whole Section, - and it is 


really too large to put in, - transportation is merely one 
Small part of the total cost of getting goods from the point 
of production into the hands of ultimate consumers. [It 
i has been given a much greater importance in public discussion 
| than the facts warrant. The community gets transportation 
Services from the railways very cheaply. It has far more 

and correlative cost reductions by 
to gain by Encouraging technical development f/ the railways 
than by trying to reduce railway earnings below a reasonable 
| level. 


Q. Perhaps I should have asked you before we dealt 


with this, what connection you have had with the Study we 


i are talking about? 
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A. Well, the students were engaged on my recommendation, 
they reported to myself and to Mr. Armstrong, ana they were 
Ziven a completely free hand because we had not enough time 
to direct them, if for no other reason. They spent about 
a month at Ottawa with the Bureau and with the Wartime Prices 
and Trade Board and anybody else they could find. They made 
up their list of commodities upon theip Own, and they were 
Sent out across the country, there were two of them. They 
brought in their material and wrote it up themselves, 

MR. EVANS: Thank you Mr. McDougall. 

THE CHAIRMAN: Does anyone wish to examine? 

MR. COVERT: Mr. Chairman, I asked Mr. MacPherson, 
Mr. Shepard, Mr. Smith, Mr. Brazier, Mr. Frawley, Mr. Friel, 
and they all said they had no Questions, but I think Mr. 
MacPherson said he had a Statement to make. 

MR. MACPHERSON: TI just have to say this; insofar 
as the witness asserts the position. that the railway occupies 
in the transportation economy of the country I certainly 
agree entirely. 

THE CHAIRMAN: What? 

MR. MACPHERSON: Insofar as the witness asserts the 
position that the railway occupies in the transportation 
economy of the country I certainly agree entirely, but 
insofar as his other views are concerned I think they have 
been subject to cross-examination from time to time and in 
the light of the fact, as he has Said, as he said yesterday, 
the proposals of the C.P.R. were too modest, then I think 
that to pursue cross-examination would simply be inviting 
interminable argument and this is the ninety-fifth day of 
the sittings. 

THE CHAIRMAN: I am reminded that your submission 
for the province of Saskatchewan on page 88 raises the 


question that Professor McDougall de@lt with yesterday, 
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of 
that/a possible government ownership of Canada's railway 


System. Your brief reads: 
" Further to the question of competition in 
the transportation field the attention of the 
Commission is drawn to page 7 of the Saskatchewan 
Outline of Representations. It is there suggested 
that a study of the possible contribution which 
public ownership of all railways could make to 


the solution of Canadian transportation problems 


might well be undertaken." 


That is as far as your brief goes. 

I remember asking you some time ago whether 
you intended to adduce any evidence. 

MR. MACPHERSON: Nothing further. 

THE CHAIRMAN: So far as I recollect My 
McDougall is the first one who has raised this in the 
course of the evidence and since your provincial government 
is interested in the question I was wondering whether 
you would like to ask him any questions? 

MR. MACPHERSON: Nothing that I do not propose 
to deal with in argument, my lord. 

MR. SHEPARD: I think I would say that I 
associate myself with Mr. MacPherson's comments as to 
why he is not proposing to cross-examine Professor 
McDougall. Manitoba Shares those views. I am not 
instructed to cross-examine, -- in fact I am instructed 
not to cross-examine him Simply because the matters that 
he dealt with that are germane to our submission we have 
already discussed with other witnesses in cross-examination 
and some of his other remarks I feel can be just as well 


disposed of in argument. 
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THE CHAIRMAN: Is counsel for Prince Edward 
Island here? 

MR. COVERT: No, Bix. 

MR. BRAZIER: I would like to associate 
myself with the remarks made by Mr. MacPherson and Mr. 
Shepard. I am Speaking on behalf of British Columbia. 

THE CHAIRMAN: I asked about Prince Edward 
Island because that province devotes a very large part 
of its brief to the discussion of government ownership 
of Canada's railway system. 

MR. EVANS: May I just put in one word about 
the matter of amendments? The only ones that I have received 
are those given to me by Mr. Shepard. I do not want to 
interject a note of complaint but our case is drawing to 
a close and I would like very much to have those in my hands 
before that time. 

THE CHAIRMAN: [I thought you had received some 
from Mr. Frawley a long time ago? 

MR. EVANS: Well, he has taken them back for 
revision, if you will remember. He said to your lordship 
Some weeks ago that he had some prepared then, but he haa 
not them all Prepared, and he has yet to produce them. 

MR. FRAWLEY: I really nepreciaten aid my 
learned friend rose that he was directing himself to me. 

I have said that I have a considerable number of amendments 
that I have thought were required to properly establish the 
proposal I was making and I assure your lordship we have 
not been indifferent to the situation, we have, on the 
contrary, been very diligent, and we have nearly all our 
amendments now in shape to offer, and I think it will be 


a matter of days. TI had hoped to be able to deliver them 
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to the Commission and to my friend before his case actually 


closed. I think if Mr. Armstrong is going to be any 


appreciable time, it will only be a matter of days before 


I get the amendments in. 

I want to associate myself with what my friends 
of the provinces have Said with regard to the cross- 
examination of Professor McDougall. [I challenge what he 
has said insofar as it bears .at all upon any of the 
proposals that I have made. Perhaps, with too much 
confidence,I think he has done my case no harm. I do 


not propose to cross-examine him. 


(Page 17926 follows) 
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EXAMINED BY MR COVERT: 

Q. Now, Professor McDougall, my understanding is that 
you believe that, since the statistics in 1947 indicated 
thet approximately only 4.5 per cent of the total -- was it 
the total value of the goods? 

A. Gross national product, yes. 

Q@. Gross national product, was taken up in freight 
rates--- 

THE CHAIRMAN: What is the percentage again? 
MR COVERT: 4.5 per cent. 

Q. That in effect freight rates do not play 9 major 
role -- that is, freight rates as of themselves do not ploy 
a8 major role -- in the economy, and that an increase, for 
instance, of the nature of 40 per cent on that 4.5 really 
would not effect people very greatly? 

A. Well, first of 211, remember thot the 4.5 is a 
weighted averege for the whole community; there will 
therefore be places where it is more important and others 
where it is less. 

Q. But, as I say, in general you use those statistics 
to show that? 

A. Well, as a broad average demonstration, yes. 
Secondly, as to the importance of a 40 per cent increase in 
freight rates, the question is, ageinst what kind of 
environment does that increase take place? A 40 per cent 
increase in freight rates when the price level is completely 
Stable is a totally different thing from a 40 per cent 
increase in freight rates when wholessle prices have upon 
the average more then doubled. 

Q. Well, you say, I take it, that in the case where 
they heve more than doubled that 40 per cent increase would 


not have much effect? 


A. It would have a relatively small effect, yes, 
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Now, the exact effect Will depend rother more upon timing 
then upon amount. 

Q. Now, as I Say, subject to the explanations you 
have just mede, you would agree with the proposition that 
pues to you? 

Aw Yes 

Q. Now, thet 4.5 per cent, as far as that is con- 
cerned, that may have changed 9 bit following the increases? 

A. Oh, it might have risen by ss much as one 

Q. You mean by thet, it would be Something like 4,69? 

A. 4.6, 4.65. You See, there was about a 10 per cent 
increase in gross nationel product in that Same period -- 
yes, @ gross nationel product at 1947 of 13,591 million, 
and in 1948 the preliminary figure is 15,450 million, so 
that both sides of that equation ere chenging. It might be 
less than the .15 that I put es the outside limit. 

MR EVANS: Q. Wheat was the first year you gave? 

A, 1947, 

MR COVERT: Q. Now, you would egree, Professor 
McDougall, that it does make @ great deal of difference in 
taking the percentage as to whether it is a high-valued or 
2 low-velued commodity? 

mat ON;Y yess! pot 1) 16 Subject to the particular 
example of cement which I have Just quoted, where the change 
in the dealer's margin wes more important than the change 
in the freight rate, and even at points very considerable 
distances from the point of origin. 


Q. What I mean, Professor McDougall, is this, that the 


percentage does vary? 


A. Yes; it is en average, and therefore there ere 


variations about the everage. 


Q. And perhaps it is 8 dangerous figure to use because 


it is an average? 


ee 


ee ae 


uy Ag LS eae rege eae 
doy semirdeneh 


Sieur are 


¥ say NG ah EE 


aay 


‘igeeaeal 


ae Pe ate a ital wt 
at ied aie ated Sh btiew 3f 9509 cd son So¥ 6 


i 
= 


Hass tog. bE # ayGae vin nny osae bey CaF 38% cA 
<2 Bo RSS ake ai AE Peubead tea ned baci at agietont . 
in EES Hee ER de Het Fe i suboty tenoldan aod @ hee 


nats 


Be Tihs be pian BE Senin 44 wis thned: gd9 G#OE ai Ged 
4 tain at flags gas i daeibS Sagi Bere benté dgdod ogg 


ut ab fiatiab’ aida ke dua ¥. dei al, git dats. dest 


ake 


ey 
ae 
ome: am 


a 


eer ae Veg) nel 24 coe ewer rn 
SOvGe. JOY TERE sank? & atte sicks Firth 48 : GUE an 

wi, mh esd Vaek cA 
quaRs tied | anes Bee: tex, wo 38 sft nh | 


. 


ar i Tet lil HoME BE aH ieei wee Fe esub #t Jeary (tfeadodsl. & 


ae adh aur 4 See 8 i 
gusviuia. ¢ i 33 sera siti ad 2s sgedissieq end slides 


; L Fed bouton. bowtabciot ¢ 
Hotyhbodey BhE oul Vosbive bk St dud .woy HO? TA 

ty kad ii ait “bah » Hetdw Ja8moe Go’ etahiek 
acd Aas ire alaoleot nd Ae 


‘ 


Re Grid 4 Hane Shas 4 
io BanioG $8 AS%> bali 8863 aioe 


dua BIg si 


| Mi rca ei9 Ena: per os BesneseID - 
sae Fea pati 2 Bt 2 1 ech Goats rcas ksh t saat ie 
| cy an eae | Ort hock eeotiedise 
(waa ene hapahs Bic paBeisvs as *t hs ast oA 


A 7 
Pre 


RND 


-17928- Prof. McDougell 


A. A weighted overage camot be dangerous. Tf i 
were an unweighted average I might agree, 

Q. You say a weighted everage cannot be dengerous? 

A. Unless you offer positive proof of 5 very wide 
Standard of deviation. 

Q. That is your view? 

Re es. 

Q. Now, have you examined any of the American studies 
dealing with the ratio of freight rates to the wholesale 
prices that were made in the year 19419 

A. Are those the ones thot are quoted in Locklin? 

Q@. Yes, 

A. I have looked sat them, yes, 

Q. You have Seen, for instance, that the freight rate 
to the wholesale price varies from as low as 1.2 per cent 
to as high as BOLO 

A. Yes, 

Q. Depending on the particular commodity? 

A. Yes, 

Q. And that, for example, in’ the case of vegetables 
they varied from 3s low as 12 per cent to 75 per cent? 

nm, " YES, 

Q. Have you had an opportunity, doctor, to study the 
report made by the Wartime Prices and Trade Board in 1946, 
Which deslt with the ratio, Tithink it was, of freight rate 
to the price in the case of hauls of under 400 miles, and 
then from 400 to 1,000 and from 1,000 up? 

A. I do not recall it; I do not believe I saw it. 

Q. Take the case of one example, canned peas, for 
example, where they show thet the freight rate was 4.38 
per cent of the price on the 400-mile heul, nearly 16 per 
cent when it was between 400 and 1,000, and 18,36 when it 
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Ae! LOR. 

Q@. Now, I think that perhaps would clearly indicate 
that the freight rate does vary @ great deal as a ratio 
of the price of the product? 

A. Now, this percentage you quote, it was 2 per- 
centoge of the factory price or of the final retail price? 

Q. I think it was of the f.0.b. price at the factory. 
I will check that. It was the price f.o.b. at the point 
of origin. 

A. Yes. 

Q. It says ;: 

"In order to schieve comparability and to eliminate 

the influence of the freight rate itself on the per - 

centage." 

A. It is 3 demonstration--- 

THE CHAIRMAN: Wheat were the words? I did not 
heer you. 
MR COVERT: "In order to eliminate the influence 
of the freight rate itself on the percentage," 

Q. I just wanted to ask you, doctor, if it does not 
indicate that freight rates in themselves as 9 ratio of 
the price vary to 9a great extent, depending on the commodity, 
and also on the length of haul; you would egree with that? 

Pe tes. This 16 2 country of regional specialization, 
If you are going to heul things long distances, the things 
that get hauled long distances sre going to involve heavier 
transportation costs than those involving short, yes. 

Q@. Are you quite finished? 

As Ves, 

MR EVANS: I am going to object to that kind of 
attitude to the witness. 

MR COVERT: What is the objection? 

MR EVANS: You turn aground, walk eway from him 
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and come beck with a snarl on your lips, and you sey, "Are 
you finished?" Now, that is nob Tarr. 

MR COVERT: Are you addressing me? 

MR EVANS: I om objecting to Mr, Covert's con- 
duct to the Commission, 

THE CHAIRMAN: (Go on, Mr. Covert, 

MR COVERT: Is your objection made to :the Com- 


mission? 

MR EVANS: Lee, 2b ots, 

MR COVERT: Then I Will eddress myself to the 
Commission. 


Mr. Chairman, I thought that the enswer itself 
of Professor McDougell was finished, as far 9g I was con- 
cerned; he had given me the information, and it seemed 
to me that he added some material which I was not interested 
in, and I think perhaps we can shorten the thing if he will 
enswer my questions and leave it ot that. If he wants to 
add something else, thet is his privilege, 4s far as the 
"snarl on my lips"--- 

THE CHAIRMAN: As 9 general rule of procedure I 
think that is right, provided the witness, of course, is not 
compelled to answer alweys by Yes or No, if there is a 
qualification to follow properly. I understand, 

MR COVERT: Q. Now, I think perhaps, Professor 
McDougall, you would also agree that there are many consider- 
ations -- that is, for example, the value of the product 
itself, whether it 1s high rated, a high-valued commodity 
or a low-valued commodity, whether it is heavy or light; 
the percentage of the freight to the value changes with 
those conditions? 

A. Considerations in whet respect? 
Q. Well, perhaps I will make it e little clesrer. 


If you are shipping shell we sey logs e long distance or a 
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Short distance--- 

THE CHAIRMAN: What do you sey? 

MR COVERT: Q, Shipping logs 3 long distance or 
8 short distance, thst the percentege of the freight rate 
to the value of that commodity may vary quite a bit? 

Ae’ On) “yeas 

QPerhias if 1 sca can of peas for a long distance 
or @ short distance? 

A. Yes, 

Q. And then, comparing the peas with the LORS Seg 
changes 8 great deel? 

e+ On} yes, 

Q@. In other words, the percentages of freieht to 
cost very a great deal, tremendously, 88 a matter of Eact, 
from a fraction of one per cent to as high as over 7O per 
cent? 

A. In particular cases. 

Qe What its right, 

HPOALL cl Sy Saying is that when you take a grand 
average you come out to 4.5, and it is 2 weighted average, 

Q. Now, I was not Sure this morning that I dia get 
your answer to a question put by Mr. Evans, but it did seem 
to me thet it was to this effect, that generally speaking 
because freight rates as 8 whole were of such a small 
smount in the price, such 2 small proportion of the price, 
in general they did not have s great effect, and that all 
the complaints that we have heard are really overstated? 

A. In relation to the index of the cost of living, 
certainly. I stand by that absolutely. 

Q. Now, I just want to read to you, Professor Mc- 
Dougell, a short statement from one of the judgments before 


the Interstate Commerce Commission. 


A. It would be easier, Mr. Covert, if I could see it 
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also. Are there two copies? 

Q@. It is in volume 84. I will show it to you, 
Professor McDougall. TI have not the case before me, my 
lord, but there is 4 quotation from Ex Parte 162 sand 1 
think it was at page 614, At the time they were handing 
down the decision involving roughly I think 3 20 per cent 
increase. It is on page 16466 of the record. They say 
there: 

"We therefore pass to our sultimate findings. 

Before Stating them we think the following obser- 

vations should be made. There ere here involved 

all freight rates ana cherges, and all passenger 
fares on railways and mony other carriers of the 
nation, large and small. What we do will directly 
effect production and distribution in the 
industries of the nation, and the welfare of those 
various regions, as well as the transport industry. 

It will have its effect on the forces tending to 

economic stabilization or the reverse. We have 

accorded every reasonable opportunity for those in 


any way affected to be heard, while pressing the 


proceeding with as much speed as the size snd complexity 


and detail of the proposals permitted. No case has 
ever received from us more earnest study." 
Now, I think that was a quotation from e previous case, 
but it was apparently applied at this time with approval, 
or cited with approval, end it seems to indicate thet in 
the view of the Commission they felt that ea case of this 
kind had thet effect, in other words: 
"What we do will directly effect production end dis- 
tribution in the industries of the nation, end the 
welfare of those various regions, as well as the 


transport industry." 
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Now, it seems to me that thet is en indication at least 
that in their view an increase of this kind had a tre- 
mendous effect, 

A. Well, this case wag decided December 5, 1946, 

Q. That is ald @ rips 

A. Now, the facts Since do not bear them out, because 
if they were expecting an adverse effect upon production, 
it did not occur. 

Q. Well, now, just a minute, Mr, McDougall. I do not 
Say that this Says that it would have an adverse effect--- 

THE CHAIRMAN: Was not that what they were trying 
to avoid? 

MR COVERT: Exactly. 

THE WITNESS: They were trying to avoid it. 

MR COVERT: Yes, 

THE WITNESS: Increases were given, 

MR COVERT: Yes, 

THE WITNESS: And there was a very sharp increase 
in the index of industrial production. I have it here. In 
SOA P10 "=> Chivas ae Gn hs 1935-39 base -- in 1947, 187; in 
1948, 192, 

MR COVERT: Q. Could we Just get down to this: 
Would you say, Professor McDougall, that they were wrong 
when they just made the Statement, "What we do will directly 
effect production and distribution in the industries of the 
Nation"? You think they were wrong? 

A. No, I ® not, because anything that anybody does 
has some effect, and the larger the body operating the 
greater its effect. But I would say first of 811 thet the 
railways were not big enough of themselves to have a 
decisive effect upon the development of the level of pro- 
duction, and I would Say secondly that the attempt to fight 


an inflation on e freight-rate basis rather than on a 
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central banking basis is obviously SLL « 

Q. Professor McDougall, you feel, for instance, thot 
a 40 per cent increase in freight rates over and above what 
it was at the end of the war--- 

A. Well, it is the Some at the end eg at the be- 
ginning; we might as well start from where it begins, 

Q. Mee oleht., . f just made 3 calculation, 21, and 
16 per cent on top of that would bring it up to about 140? 

A. Yes, 

Q. You say as far as 40 per cent is concerned, that 
would not affect many people adversely? 

A. I should Say this, that for anybody who hed oan 
average increase in his Selling prices which comes close 
to the 100 per cent -- I should Sey, rather, more than the 
100 per cent -- an increase of 40 per cent in freight rates 
means that he is better off now than he was at 1939. Now, 
Obviously if you have people whose price increase fell 
below 40 per cent above 1939, they are going to be worse 
off, but I would like to see them identified first. 

Q. You would not think there would be many of those? 

» No; I do not know of any case of that kind. 
- Now, carrying the 40 say to 80, what would you Soy? 


A 

Q 

A. It would be more important, 
Q. It would be more important? 
A 


F ‘nd if you have had any expansion of production 
based on the idea that it was possible to hold freight 
rates at a 1939 level while doing business on the new 
higher post-war price level, then that particular operation 
might get badly pinched, yes. 

Q. But is there any relation to the amount that you 
Can go es fer as increases in freight sre concerned, end 


the amount thet the prices or other costs generally have 


gone up, in your opinion? I just wanted to find thet out. 
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A. Well, I do not regard the regulation of freight 
rates as being keyed to the wholessle price, -2f thet. is 
whet you mean. 

Q. No, I do not mean that, Professor McDougall, at 
Sh deen! “Ox instance, if prices generally went up 100 per 
cent, that would not meen thet freight rates could go up 
100 per cent? 

A. It need not necesssrily mean that, to, 

Q. But it coulda? 

A. It is possible, 

Q. In other words, could we put it this way, that 
freight rates could 80 up : just as much as other expenses? 
For instance, if other expenses went up 100 per cent, 
perhaps freight rates should go up 100 per cent too? 

A. Would you define other expenses? 

Q. Well, costs of production, 

A. In railways or inindustry, which? 

Q. In industries, 

A. Well, I would rather think in terms of the in- 
crease in cost in railway production, because it need not 
be the same as an industry generally. 

Q. No, but then on the other hand if costs of the 
railway went up 100 per cent, that would not mean that the 
freight rates should g0 up 100 per cent -- or would it? 

A. Well, I would want to know why it should not. 

COMMISSIONER ANGUS: Q. Are you thinking of oper- 
6ting costs or over-91l1 costs? 

Aty, if) Mr. Covert. will define, I can stert, but until 
he defines I cannot, 

MR COVERT: Q. Let us take over-all costs. 

A. If over-all costs have gone up by 100 per cent, and 
if all prices in industry have gone up by 100 per cent, then 
I would. think it not improper that railway rates should 
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equally go up by 100 per cent, 

Q. Now, you would think it possible that there may 
be some relation then between the percentage of increases 
in freight rates to the percentage increases in costs? All 
I am trying to find out is if there is any relationship; 

I think thet is the question [--- 

A. I would think SO; Subject to qualification, but 
generally speaking, yes. 

Q. You would recognize, Professor McDougall, that you 
could have a tremendous increase in, for instance, operating 
costs, and no increase required at all in freight rates? 

A. Well, if I could understenad how you square your 
accounts I could feel happier in enswering. 

Q. You cannot envisage that? 

A. I cannot envisage -- if you start from a relatively 
normal situation, if you have an enormous increase in costs 
and no increase in rates, then who bears the loss? 

Q. Well, is there necessserily 3s loss? 

A. The expectation is that there will be. 

THE CHAIRMAN: Q. There will be whet? Would you 
please turn this way? 

A. Sorry, sir. 

Q. What is it you say? 

A. I thought that Mr. Covert was envisaging a situa- 
tion in which there was a very great increase in cost. 

MR COVERT: Q. That is, operating cost, 

A. Yes, operating cost; and there wos no increase what- 
ever in the freight rate. And, as I understood it, he 
wanted to know if I saw any reason under that situation 
for en increase in freight rates, and I said that I thought 
it was probable, because I could not see otherwise how you 


could avoid such losses as would be impossible to beer for 
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MR COVERT: Q. Could I put this situation to you: 
Supposing that the volume of traffic increased to such an 
extent and the &ross revenue resulting therefrom increased 
SO much that it was more then enough to corrythe railway 
over, because the difference between Sross revenues and 
SPOSS operating costs Still left them 3 Substantial net 
Prorivc? 

A. That was the actual Situation between 1939 and 
1943, 

Os GOuULd NT Juste «— 

A. )in' 2 temporary situation of that kind, yes, but 
éll I am concerned--- 

Q. You think it must be temporary? 

As J think it is nesrly inevitably temporary, yes, 

Q.- Do you not know many utilities in this country 
that have had increased costs of labour and material, but 
because they have had increased revenue they have not had 
to raise their rates for more than thirty years? 

A. I know the Bell has gone twenty and is now apply- 
ing for an increase, I know that Shawinigan has made an 
increase. I know that the Ontario Hydro has just put in 
én increase. I woulda Say generally that the more heavily 
Capitalized an industry 18, that is, the higher the ratio 
between its capital investment and its amual sales, the 
longer it can hola out, but eventually they ere all pushed 
in, and they are all coming in now, even those most heavily 
capitalized industries, 

Q. But I asked you, I think, not if you knew any thet 
had; I asked you if you knew any that had not increased 


their--- 
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A. I am sorry but I cannot name any who are still on 
the 1939 rate level. 

Q. Have you made a study of it? 

A. No. 

Q. But you can readily conceive of that possibility, 

I think? 

A. For a time. 

Q. Just for a time? 

A, For a time, and how long that time will be will 
depend, as I say, upon the ratio between capital invest- 
ment and annual sales. 

Q. Now, for a minute I want to go to another subject. 
I wanted to ask you this--if you think it is fair that I 
should ask you-if you think that the Board of Transport 
Commissioners should be put in the position of having 
economic planning powers? If you do not regard it as a 
fair question =~ 

A. I will pass that. I do not believe SO} io % 

THE CHAIRMAN: Q. You do not believe they should? 

A. I do not believe they should. 

MR. COVERT: Q. You think that they should not have 
broad economic planning powers? 

A, I oe it is in a sense @ court, that it acts as 
between the railways on the ae hand and the general public 
upon the other, that it has an obligation to both, and 
that its primary function ought to be in relation (a) to 
discrimination and (b) towards control over that element 
of monopoly power which comes when the earning upon the 
capital invested in the utility exceeds what may be regarded 


as the normal competitive return. 


THE CHAIRMAN: Q. Do I understand from that, 
Professor McDougall, that the judicial function of the Board 


would begin with discrimination, when discrimination is 


charged and not until then? 
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A. On discrimination as to excessive earnings. 

Q. You see I say that because the present Railway Act 
says it shall be the duty of the Board to fix just and 
reasonable rates. You would put that aside? 

A, Oh no, I think that remains. 

Q. How does it remain? 

A. The standard mileage rates - are they not almost 
in the nature of a hunting license? They do not affect 
the general flow of Crartfic. 

Q. Then you do not go as far as I thought you were 
Boing. You would still have the Board fix ceiling standard 
rates. It is below that that you would allow the railways 
latitude to roam. Well, they do today, and my understanding 
is that discrimination comes in where rates are alleged 
to be too low in one place and they are unjust to shippers 
in another place on the same line of railway. 

A, I think I must be consistent and I must take your 
interpretation of what I say, with the railways primary 
duty being to set rates and the Board strictly as a 
judicial body deciding whether there was or was not dis- 
crimination and that the power to set just and reasonable 
rates should go. 

Q. Then you would change the Act? 

A. Yes. 

THE CHAIRMAN: If there is to be an amendment to 
that effect, Mr. Evens, we should have it. 
MR. EVANS: No, sir, no amendment. 
THE CHAIRMAN: You do not adopt his view. 
MR. EVANS: No, sir; he is expressing his own views. 
THE CHAIRMAN: All right. 
MR. COVERT: Q. I think in fairness to you. Dr, 


McDougall, you said this would be their primary function but 
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they would still continue with Other functions, for instance, 
the safety function, the same as they do now? 

A, Broadly, yes; I have not examined this carefully. 

Be But what you are saying .. as I understand 1%, 
is that their main duty+-and it is a duty to the railways 
as well as to the public-because your view, I think, is 
that the railways are important to the public? 

AaiYes* 

Q. But they should attempt to enable the railways to 
earn a fair return on their rate base? 

A. Partly because I believe that the public has more 
to gain by vital railways which are active focuni eae ~ 

Q. I do not want to go into the reason. I think 
perhaps, Professor McDougall, we could cut it down. I 
think you have expressed that reason before. I just wanted 
to say this, You say one of the primary functions of the 
Board of Transport Commissioners is to see but not to 
guarentee that the railways at least have the opportunity ~= 

Ae Yes, 

Q. -=- to earn a reasonable return on their rate base. 
You go further and say that as far as the C.P.R. is concerned 
they are conservative or modest when they say the return 
Should be somewhere in the nature of 6.5%? 

A. May I give my reasons? 

Q. Well, I think you have given them. 

Bw No, I neve not. 

Q. Then go ahead. 

A, What I am saying is this, that when @ government, 
which has the object of setting policy, inflates currency, 
it is in a very weak moral position when it turns around 
and tries to hold a public utility to a return upon original 
cost in dollars of higher value than those which now 


circulate. 


. 
, 


i 
2 


fi 
4 
t 
+ 


oer “a 
3 

- 
ai 


te 


as 


NP 


- 17946 . Prof. MCDougall, 


Q. Bef ore you leave that, when you say the government 
tries to hold them to that I do not quite follow that. 

A, If you insist upon the original cost basis, that is, 
if the Board of Transport Commissioners insists. 

Q. Is it the Board that is holding them to it or the 
goverment? ~Lido: not follow it. 

A, Well, it will be an agency of the dominion govern- 
ment, the Board of Transport Commissioners, 

Q. An agency of the dominion government. 

AP, LT think so. 

THE CHAIRMAN: Q. It is an agency of Perliament. 

A. An agency of Parliament. 

Q. By the Act. 

MR. COVERT: Q. Go ahead. 

A. Well, I was merely going to give the changes in 
the money supply. I will not read them year by year, but 
in 1938 it was $1,088,000,000, and in 1949 $4,422,000,000, 
The reference is pages 30 and 31 of the Bank of Cenada 
annual report for 1949, 

Q. As I say, you did suggest that the C.P.R. was 
modest or conservative = their suggestion of somewhere in 
the neighbourhood of 6.5%. You suggested it should be a 
higher rate of return? 

Rt. EYSs % 

Q. I wanted to be clear that you think that earnings 
from rail alone should be sufficient to enable the Canadian 
Pacific stock to sell at par. Is that your view? 

A. Yes, May I explain why? 

Q. O.K. 

A. What I am saying is this, that so far as regulation 
is applied it ought to be applied to the property which is 
devoted to the public service, and if that property is by 


itself substantially greater than the par value of the 
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stock then that is the deciding factor, and what the 
Canadian Pecific does as a corporation outside of the 
regulated field is no concern of the regulatory body. 

Q. Now, you say that it should be higher, as I under- 
stand it, because you say the historic cost less deprece- 
jation is approximately $1,001,000,000? 

fon Nissi, 

Q. And that in your view the assets used in railway 
Operation are worth a great deal more than that today? 

Ae Yes; 

Q. And that the proper way to find the return is to 
value what that is worth today? 

A. Yes, that is the counsel of perfection. 

THE CHAIRMAN: Q. What? 

A. The counsel of perfection. I am willing for the 
time being to go along with the historic base, the original 
cost base with an inflated rate of return. 

Q. You would? 

Adi Tes. m 

Q. The rate to be earned is your way of meeting the 
situation? 

A tYes. | 

MR. COVERT: Q. What you would say then is if you 
could determine what the reproduction cost plus observed 
depreciation -=- I think that was your formula? 

A. Reproduction cost of an equivalently useful prop- 
erty. 

Q. Less observed depreciation. If you could 
practicably determine that that would be ideal? 

A. Yes. 

Q. And then you would apply perhaps to that a 6.5% 
rate of return? 


Aw.Yes. 
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Q. But since the $1,001,000,000 is lower than that 
value you say the rate should be higher on that 
$1,001,000,000, that is, higher than 6.5%, so in effect | 
what you eo trying to do is to give a proper return to the 
railway on what you say is the correct formula by placing 
a larger rate of return on what is really a smaller rate 
base than should be used? 

A. Yes. 

Q. Now, you had not calculated at all what you thought 
that rate of return should be on the $1,001,000,000? 

ALT No. 

Q. Now, tell me this, Dr. McDougall. Do you know of 
eny railroads in the United States whose common stock is 
Selling at par? . 

Aly T think Union Pacific but I cannot guarantee that, 
I do not follow the American market. 

Q@. You did not make a study of this at all? 

Ay Nos 

Q. But a man of your wide general knowledge would know, 
I presume, if it were a common thing for railway stocks 
in the United States to be selling at par? 

Aw Yeas 

Q. You would know that? 

A. There are not many, no. 

Q. And, as a matter of fact, nowhere near par? 

A. For many, yes. 

Q. And have not been for a long while? 

A. No, not since about 1929. : 

Q. Do you know if there is any real thought that they 
will be? 

A. Well, do you want to go into a whole discussion of 
United States policy? 


Q. Perhaps that is an unfair question anyway. Now == 


~ Suey 


ifemsotiod . bay 


ues te 
reerit SOAP E Gis 


+S 


pone dud 2 
ait the wey avlev 
e2k Rowe £290,000 600 ge 


toate nh oe ard’ qedyie i 
J « ae: ’ 
aid of atuntot Tego, © one oF al ob of BLY ih detate dart 


. wos Ise 


*tibe aio, we 


* an a ee 
tk fi ia. 
$ 


beer eee 
See he te 


ch 7 > a oti ath, "Ose * 
: oe f tener . 
q +} ae Ae CREE ay NE t 
; de = , 
me afaoiky spon Gay ee aa & 


Pine ioe ate we igs fe ah oe me 
Lear goewino sh sy 


: : acy mo epwl fort | 


ax HUgTRE fs 


o Pe se . — + 
Hee erp“ g 4 


sh ie oe 3. pe A Pw, a “ P + 
Sheay ed Blvovte not aaad 


rs iet to eat sari? 
oe: ' 
5 as W . A 
i a; at ac vo f 
LP 3N8 ota eke ee i 4 y ~ 
‘ 


| aes yiaq on yarlten 
rt ee, ab 8 Sine See 

4 oe a ual? Gage 4 ods ; f 

ee ee ec Sie Cg Rete 4 bard i A a ; : aN she isid Se % 4 
: eo ‘“ = ay OF ne As - ’ 
Fortes Hitethk ah wollte? gomob Z 

i pee ee a ° i ae i, ay as 

Tits ga hae » gen POS Pol we 


: 
; we YOUVE bot aes opr sponiaines tf, atittveetq Tt 
F = a " ¥ 

venue o2 atiifea od of pedaes bed kat vert 


oe Ba » oe 2 , Vv 
‘+oe>- wore bioow vot .2 
cyigee ane yey , mg TY i 
son .tepe Fox «2 rot? A 


— a 
ay 
ec] 
sR 
Jae 
led 
as 
pad 
3 
- 
= 
hee 


as SA, 


+f 
: 

& 
ee 
an 
a 
sd 
& 


. o a 4 
Yet 


eyed KC ta 


res? even brA sp. 


esel gwods @oahéd dort go wA 


wh oy oGsk abotiaceapish fac Cea as 
fot doapore Last yee 


ae WOM siiwene esotdecup tha Tow 


Le 
+e 


* Tod 


woul Hog oat 


firw 


2 datew peg eb yiieW VA 


Syagicg eetada bed tol 
godd ugadiat 49 


- 17949 - Prof. MgDougall 


A. I really would like to do so if you would take it 
but I am not insisting. 

Q. Oh, I do not think it matters much, Professor, 

Let us pursue it along this line, Then there must be some 
Special reason why the C8nadian Pacific should be put in 
that pesition in your view? 

A. You mean 2 special position as against United 
States railroads? 

Q@. No, put it this way’, different than practically 
any Other railway. I think there may be and I am asking 
Feunil you think there is because if you do I propose to 
pursue it further. 

A. You see you compel me to open the United States 
situation. What I am saying is this, that there is in 
the United States,even more strongly than here, a 
promotional policy towards other means of transportation. 
It has had a most destructive effect upon the value of 
railway capital, yes. We cannot claim -- 

Q. Could we put it this way, that really the Canadian 
Pacific is not comparable with United States class “= One 
railroads as far as having their stock selling at par? 

A Not in many respects. 

Q. Then, as I say, you think there is a sound reason 
for having Canadian Pacific stock selling at par? 

A. Well, so far at least you have had less motor 
competition and less water competition even than you 
have in the Mississippi valley. You have not had our 
Board of Transport Commissioners compelling the railways 
to make joint rates with barge lines eeu level than 
the all rail rate. Tatas are a great many reasons, Second, 
Bb Wild a that as a pure matter of economics I think that 
the promotional policy means a net reduction in the 


American standard of living rather than an increase, and 
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it would be worse here. 

Q@. I will see if I can bring this picture to you. 

I would suggest to you that whether or not it is important 
that Canadian Pacific common stock should sell at par 
really depends °n whether or not the Canadian Pacific must 
continue as a free enterprise? 

A. No, I disagree. I believe the important reason 
is the necessity of additional capital expenditures. If 
there were no necessity for additional capital expenditures 
the stock could stay below par for a very long time and 
there would be no public reason to do anything about it. 

Q. Then let me put it this way. Do you not think that 
if the Canadian Pacific is to stay a private enterprise 
that it must keep up with the times, it must go into arge 
capital expenditures, for instance, the dieselization 
programme? Must it not put itself in the position where © 
it can compete with the C.N.R? Must it not be put in the 
position that it must be able.to provide necessary services 
at the most economical cost to the Canadian producer and 

manufacturer? 

A. But in relation to your dieselization programme 
it will wash its own face. You do not need to worry about 
that, 

Q. Would you explain why? 

A. Yes. It can make more money; it will save enough 
money so that the savings will pay the cost, I think. 

Q. That is my point. We are certainly at cross 
purposes. Let me put it to you this way. You heard 

Mr. Newman, You would agree that it is perhaps highly 
important that the Canadian Pacific should be enabled to 
carry out the plan - I think they said it was not 4 programme- 


that he suggested? 
A. I think it important that this investment be made «= 
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Q@. Could you not answer that yes or no? You 
couldn't, eh? 

he Now 

Q. All right, go ahead. 

A. I think it important that these investments be 
made for the service of the traffic. Who makes them ~~ 

Q. With respect that is not what I asked you. Would 
you read the question? 
-- Reporter reads: 

" You heard Mr. Newman. You would agree that it is 

perhaps highly important that the C@nadian Pacific 

Should be enabled to carry out the plan -= I think 

they said it was not a programme -= that he suggested?" 

MR. COVERT: Q. I will shorten the question, Do 

you not think it is important that the Canadian Pacific 
should be in a position to carry out that plan? 

A. Yes. 

Q. Now, that plan, as he advanced it,will save 
the country money? 

A. Yes, but ratianbar I am not saying it is important 


to the C.P.R, as a private enterprise; it is important to 
Q@. We will come to that. 


THE CHAIRMAN: We will. have a recess now, 


-- Recess, 


(Page 17953 follows) 
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---On resuming: 


MR. COVERT: I think Professor McDougall, we 
do agree that it is important that the Canadian Pacific 
Should be enabled to carry out this plan proposed by Mr. 
Newman, and then if we have not agreed to it already , 
perhaps we can agree that in order to do this they must 
be able to raise Substantial sums of money? 

A. Yer. 

Q. And in order to raise these substantial sums 
of money it is your view that certainly they must be put 
in the position of being able to raise certainly a large 
part of that by the issue and sale of common stock? 

A. Lee. 

Q. Ana you go further and Say that to do that 
it must sold at par or above? 

Oe I say that unreasonable rates are an exploitation 
of the public; to compel the railway to sell stock 
at less than the worth that is presently there is an 


or, I should say, 
exploitation of the railway, /of the railway shareholders. 


Q. But you could not agree with the simple pro- 
position that they must be able to sell it at par or 
above? 

A. Well, if they sell to their own stockholders 
at par then the exploitation ig Lees, but it da ate) 
exploitation if they are not able to hold the value of 
the stock at somewhere near its book value defined as 
» O8rined it. 


* We cannot get down to the simple proposition 


thet it is necessary to sell it at or above par? 


A. Life is rarely simple, Mr. Covert. 
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@., Well then your answer to that is "No, we 
cannot agree to that"? 

BY We agree subject to qualification that it is 
bearable there, it is better above. 

Q. Do I gather from that that it is possible to 
finance by the sale of shares below par but that you say 
it is unfair to existing shareholders? 

Le It is illegalto sell below par, or to attempt 
to, I should say. 

COMMISSIONER INNIS: Q. Could it be made 
legal? 

A. Parliament is omnipotent. 

MR. COVERT: Q. But you Say that it is unfair 
to existing shareholders to Sell below par: 

A. Yes 

Q. So could we say this, that in your view it is 
essential that the stock should be put in a position that 
it can be sold at par or above. 

A Yes. 

THE CHAIRMAN: Q. How would you find that out, 

A. The ae ap : sit ne HE ne ih Ns “tha, Roe Abet: is where 
earning power is valued. 

Q. You mean the stock market? 

A. Yes. Again averaging over a period and not as of 
One particular day or month. 

Q. Does it follow in your view automatically that 

you must have it in mind 
if you increase freight rates to a certain level/that 
Canadian Pacific 
the stock market will bring /shares up to par. 
A. Provided other costs do not absorb what is there 


done... It.is. at. least conceivable that even though the 


freight rates increase, other costs would increase so 
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rapididy that. the change in net igs either zero or negative. 
Now, if that occurs you have not produced your result. 

MR. COVERT: Well then, Professor McDougall, 
can we get to this, that in your view if the company is 
to proceed with a-plan such as Suggested by Mr. 
Newman ewe ery important to Canada that the 
regulatory body should enable the company to put in 
freight rates that Will enable the Canadian Pacific 
to sell its stock at bar, if that is possible? 

A. Yes. That is on the assumption that the 
company is reasonably intelligent and efficiently 
managed. 

Q. Yes. And I think you would go with me on this 
that if there was a reasonable probability that the Board 
of Transport Commissioners asd consent to increases 
that would enable the Canadian Pacific to secure revenue 
that would bring about this desirable situation, that 
that is a desirable ena? 

A. Yes. 

Q. And that if that did occur probably the rate 
of return required would be less if the investing public 
were pretty sure that that was going to be a regular 
thing? 

A. Yes:. 

Q. So that in effect you think they should be put 
in the position of such utilities as Bell Telephone 
has been, shall we Say, in the past,because the investing 
public in the case of Bell have been more or less Satisfied 
apparently that Bell was pretty well assured of a steady 
revenue which would enable them to pay steady dividends? 

A. Yes. 

Q. And consequently that enables Bell to sell its 
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Shares at perhaps a lower rate of return than Canadian 
Pacific? 

A. Yee. 

Q. As a matter of fact the yield on Bell Telephone 
Shares is less than on Canadian Pacific Shares today? 

A. Very much so, yes. 

Q. And probably the reason is that the investing 
public is more certain that the yield on Bell Telephone 
will be steadier than the yield on Canadian Pacific? 

A. I believe so, yes. 

Q. And that the investing public is perhaps 
worried about the position of the Canadian Pacific,-- 
they do not know perhaps because of these rate cases 
that the yield on Canadian Pacific shares will be steady? 


A. i believe so, yes. 


(Page 17958 follows) 
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Oe Thatvtn your view is 3 bad Situstion? 

A. I believe 80, yes, 

Q. Therefore fT think perhaps we sre in agreement 
that it is highly desirable that Conadian Pacific common 
Shares should be on the basis that the public would be 
Satisfied that there normally would be 3 Steady return? 

A. Do you mean Steady from year to year or that 
upon the average it would be good? 

Q. Well, we will say on the long average, 

Pa Ces On: the long average, certainly, 

@. Now, to put the Canadian Pacific in that position 
it might take some period of time so that the public would 
have that confidence? 

tae oo might, yes, 

Q. And would you say this, that if they were on 3 
rate base ond rate of return, in your view would that end 
be achieved more quickly than if they were on a require- 
ments basis? 

A. Yes. 

Q. Now, if they were put on thet basis, Professor 
McDougall, do you think that the Board of Transport Com- 
missioners should be in the position of being a very 
Capable referee? 

A. They ought regardless, 

Q. Regardless of whether or not they are on 3 
requirements basis or 3 rate of return? 

As. VES ,.8ir, 

Q. You do not think thet it makes any difference? 

Ae. No, 

Q. Would you Sey that it is in your Opinion very im- 
portant thet they should be 8 capable referee? 

A. I would think So, yes. 

Q. And thst they should have a staff fully capable of 


drt adh “ete 2 “a 


‘TOmMMasS ie eErer * sages 4 ii 


os ad 
‘Saxtd we “Weee, i — oe eossys ‘fist ot aa os wet oe 
tbo ‘si. Skie “OE, agen: ‘itd As: on ae 
2 tine 2 aw BEY: 2 wine at ae 


ae, AD ae a 


oo 


+f BR St9¥s rere wait ony me ss 
ree wit ws ern GHce o8t ino 265i ak : e- 


"les Rec oy Bvecta ers : eoibteitelda) HeED) dal she. $yg- 453.5 WOrt a aeaL ‘ 
. ; 


ia o Lehi wie aa “B “watt To ‘poeta. shee, apt tate th, ae 
| Ge ooneblitGo ‘ipa, aed fe 


a 
» 


Bt baw.. (ae ioitm ba yer) tai a 


wane aie qeqt “Ee Went yeh. tee Gott bE ow ‘BA » oP hae 
«f ; : om * are Jive y ; 
Pas i a 
sia ere Bhivow Gay | rien ait Gur “to ster’ bie See ear” Pi uM! 
i, ; 4d 7 ; 

oe Hips 6 Ae Sty nail We pnt wtp ettons payotios Sol noe 
. ee eae ‘hi “patel abadm le 
yey, f ay . . tur ‘ae ee A Ke tl) eee 
; Pd ad Wie hee es % se ip Fe h yea 
. tte oR «2 sted - Sekt ino Gin ware und ‘2 act ~D Me if (pat ae 

; 


HOD » eesigentelee tte ‘pegs Rie peas” Tee ent ay ab : Lezaguotam in 
ebro 4 yiitel Me ae ef ‘SH ht wf ‘plone | ‘gxono isin i | 
a aN : | a Reguptor seteawe "ta 
on Bt Mee hay Leen ee Bis ee, ‘Haguo Yeah 4A is 
Bet: " ui | ae ee sits i sgn Wis sastbaegel | rae Ai i. 
essen, te pte 8 fe eben esomonipion, | : 


i 4 ‘ 
i - ee j * ay Nik? . 


= be toaes 


) 


) 


| mies eeov amokaitge eer ae 2: hc — was: ‘ate 


RND 


-17959- Prof. McDougall 


Studying the offairs of the Canadian Pecific -- I do not 
mean put them in a position where they would attempt to 
menage, but they should be able to check very cerefully--- 

A. Oh, yes. 

Q. ---for instance maintenance? 

As. Yes. May’ TI put ea quelification? 

de LESS 

Ay. (Team thinking only in these terms, that where you 
are talking about an average return, I doubt the wisdom 
of any very close argument on any one particular year, FT 
think it ought properly to be on the average, not on the 
year; but, subject to that, yes. 

Q. Now could we go this far, Professor McDougall, 
thet if they were put on a rate basis and rate of return, 
with an attempt to bring about this desirable situation 
that they are in a comparable position with other utilities 
in Canada thet have over 3 long period of yesrs reached 
the position in the Mind of the investor thet the return 
8 going to’ be steady--- 

Ae Yess 

Q@. If such were the case, that the Board of Trensport 
Commissioners should reach a’poSsition where they were re- 
gerded generally as a very ©2Pable referee? | 

A. I would not put the emphasis on the word "regarded", 
I would have them capable, end let them establish themselves. 

Q. Now, would you think, Professor McDougall, that 
although in the initial steges the rate of return that was 
required might be quite high, over a long period’ if this 
Steadiness of payment of dividends to the common share- 
holders resulted, that rate of return might be lowered? 

A. Qh, I believe it would be lowered, yes, but I am 
Speaking mow not sbsolutely but relatively. It is subject 


to what happens to the general market in interest rates, 
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Q@. You feel, Mr, McDougall, thot the Canadian Pacific 
must be the yardstick for Cansdian railways? 

A. I do not know of any other position that is 
possible, since it is the only large privately-owned roil- 
woy. 

Q. And thet the Conadian National cannot be the yord- 
stick? 

A. No, not under that condition, 

Q. It seamed to me that you did lay emphesis on the 
fact that this is so becouse it is a free enterprise? 

A. Because it must rely solely upon itself, yes. 

Q. Would you think that it wes being put in ea pre- 
ferred position when it is made the yardstick? 

A. No, because go long as Canadian Netional is not 
self-sufficient it is in pert the beneficiary of these 
promotional activities which are presently disturbing the 
Whole transportation pattern, 

Q. I just missed you there; would you repeat that? 

A. Yes; so long as Canadian National is not totally 
self-sufficient, financing on its ow responsibility, paying 
all its own costs, then it is to that extent being promoted 
by 8 government, by social forces, which sere at the same 
time regulating C.P.R. anda assessing it to corporate income 
tax, and it is therefore to that extent disqualified as 
being 2 yardstick for anything, end certainly as a proper 
base on which to establish freight rates for the country, 

Q. Professor McDougall, did you make a study et sll 
of the situation with respect to railways in other countries 
where the governments have taken them over, to see the 
effect that it had had on either the operation of the rail- 
woys or on the people generally? 


A. Not closely, no. I have been trying as best I can 


to follow the British situetion. 
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Q. Well, that is perhaps too recent? 

A. It is a shade recent; but signs sare already appear- 
ing of rising rates sna difficulties as to costs, 

Q. Which you would attribute to government owner ship? 

Be min part, yes, 

THE CHAIRMAN: Q. You Say in part? 

Aw, LA part. 

Q. Well, what does that mean? 

A. Well, that the fact that you have government . 
ownership may be due to a very large shall I say resistance 
to the ides of independent business organizations, a 
general willingness and liking, a desire for Socialism or 
Socialization rather than for independence, and, secondly, 
I think--- 

Q@. I do not see the relation at all yet; perhaps I 
Will, Go on. 

A. Perhaps I could state it this way, sir, that the 
reasons why Britain took over the railways were not Speci- 
fically railway reasons; they were a general programme for 
socialization, and you pulled them in regardless, You moy 
have hoped to get a great many thing; in fact you heave got 

- higher rates, you have had administrative difficulties, end 

you ere facing now into a position where the railway unions 
ere growing increasingly restive, so that you may find your 
costs going quite out of hond. 

MR COVERT: The Chairmen's question I think was 
directed to that pert of your answer, Professor McDougall, 
where you said that in pert these increased costs could be 
attributed to the government teking them over, 

I think that was your question? 

THE CHAIRMAN: That was my question. 

MR COVERT: Q. And it did not seem to me thet you 


had deslt with thet. 
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A. Well, it is rather hard to find 3 good example, 
but I would regard the experience on Newfoundland Reilways 
as being--- 

THE CHAIRMAN: Q, The what? 

A. The experience on the Newfoundlena Railways in the 
last year as being an instance of what I have in ming -- 
that one of the things thet~seems to have happened is 3 
general raising of the wa8eS levels on the Newfoundlsnd 
Railways to the Canadian overage figure, and it means 3 
very extensive increase in the costs of operating in New- 
foundland, 

MR COVERT: Q. Wouldn't that be simply due to 
the fact, Professor McDougall, that it would be 2 peculiar 
Situation to have the rates of wages in one province 
different from the rates of wages in another on the same 
railway, when in sll the other nine provinces they were 
the same? 

A. But if they were not the Same railway, then what? 

Q. Well, Supposing I put it to you this way: Suppos- 
ing the Canadian Pscific hed taken it over--- 

THE CHAIRMAN: Perhaps Professor McDougall has in 
mind the condition Just before Newfoundland came into Con- 
federation, 

THE WITNESS: Yes. If thet had been 8 private 
railway before Confederation, then there would have been Fr) 
much greater power to resist increases in weges in order to 
keep costs and revenues closely together. 

THE CHAIRMAN: Q. Does that appear to be the case 
in Canada? You have a private railway; wages have gone up; 
have they not? 

A, They have, but I do not think that it has been 3 


rise which is totally out of line with the rest of urban 


employment. I reserve--- 
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Q. You think the rise in Newfoundland was of such 3 


nature? 

A. Yes, 

MR COVERT: Q. I put this to you: Do you think, 
Professor McDougall, if the Canedian Pecific had taken 
over the Newfoundlsnd Railways they would have been 
able to have a different wage rate in Newfoundland than 
they would have in their other provinces? 

A. I would question, but I would also question the 
assumption, 

Q. That they take it over? 

Aa) MES. 

Q. You would not agree with this, that the very fact 
that Newfoundland was brought in as enother province, 
regardless of who had taken over the railway -- that that 
would have meant practically automatically that the rates 
would have increased so that they would be the same es in 


all other parts of Canada? 
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A. It is very probable, yes. 

Q. I still thought that that was not an answer to the 
Chairman. Perhaps you have not made a Study of the situation 
in Germany or France? 

Ey 9) Na 

THE CHAIRMAN: Q. This may be the time, Mr. Covert. 

Professor McDougall, I think you were the first witness 
who threw any light on this question of Government ownership 
of the entire railway System. 

And as I told you yesterday, Saskatchewan had something 
to say about it in their Brief; and in addition Prince 
Edward Island makes it a very important and serious part of 
their case. By the way, have you read it? 

ai Yes, sir. 

Q. Well then, since you yourself began to talk on the 
Subject yesterday, and since you expressed yourself as being 
opposed to government ownership, I wondered if you had 
rigid economic reasons for this opposition? 

The a priori reasons we all know. They are argued ell 
the time: that government indulging in business is a bad 
thing because of political pressure and all sorts of things. 

I suppose economic views are gathered by experience. 
That is why I asked you if you were familiar with the German 
situation. 

A. Not closely, no, sir, 

Q. Well, I myself looked up the question, and I found 
that all the railways in PrusSiawere nationalized in 1879. 
That was a long time ago. 

Ay Oh. yes. 

Q. And that after Prussia, the other German states 


all nationalized their lines in succeeding years; so that 
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by 1914 practically all the railway lines in Germany were 
state railways. 

Then, after the war, the central government which came 
into power then, took over all the railways as, you might 
Say, an imperial enterprise, and they have been going on 
that way ever since. 

Surely, there was a subject of inquiry where economists 
might tell us today what was the result in Germany, what has 
been the result of state monopoly of railway transportation. 

A. I think your difficulty is to relate the German 
railways to the German economies. If you have a compact 
country - - 

Q. I would have hoped that economists might have made 
that an important part of their studies. That is how economic 
laws are evolved, by experience; they are empirical; and I 
was hoping, when you began your comments on the theory 
yesterday, that you might be able to tell us what has been 
the experience, from the point of view of economists, of 
this very long period of government ownership of all the 
railways in Germany. 

a. Loam afraid I cannot. 

Q. As I say, the Prince Edward Island Brief is very 
lengthy; and you have read it, and have read all they say? 

A, Yes. 

Q. And I take it you disagree withwhat they say? 

Ay Yes. 

Q. All right... We have it before us. Perhaps, in 
time to come, Mr. Campbell will be able to deal with it. 

MR. COVERT: Mr. Campbell is here now, Mr. 


Chairman. 


THE CHAIRMAN: Oh, Mr. Campbell is here now? 
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MR. COVERT: Yes, and I understand Mr. C2mpbell 
proposes to argue that part of the Brief. 

THE CHAIRMAN; Well, Mr. Campbell, I believe you 
were not here this morning when the question was first 
raised, and when the provinces were given an opportunity 
to examine Professor McDougall, Would you like to examine 
him? 

MR. CAMPBELL: I do not propose to do so, my lord, 
and for the very reason which your lordship has just 
mentioned to the witness, namely, his disagreement with our 
position in very general terms. 

THE CHAIRMAN: TI see. Very well. 

MR. COVERT: Q. Now, Professor McDougall, I would 
like to deal briefly with the question of horizontal 
increaSes. My understanding is, that it is the only proper 
method of applying increased rates? 

A. In a general inflation, yes. 

Q. Yes, in a general inflation. And would you say 
that if, instead of the 40% increase which is now in effect 
Suppose the application had been for 80%, would you say 
that was still the proper method, under the inflationary 
conditions which you say exist today? 

A. Oh, IT’could not say that. What I do say is this: 
that the railways applied for an increase too late; and that 
increase was handled with an extreme deliberation. 

It would be much better if they had four twenties 
rather than one eighty, much better; because, no matter 
what the increase was going to be, to some extent it would 
be a new factor which would have to be taken into account; 


and it is easier to take a small thing into account than 


to take one eighty per cent jump. 
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Q. Yes; but, for instance, a 21 per cent jump when 
it was given; and then a later one of 8 per cent on top 
of that; and then a 16 per cent in substitution for the 8; 


you think that the proper method fer those cases was the 
horizontal method? 

A. The percentage increase? 

Q. Yes? 

A Wigveso 

Q@. And I think you have probably examined the situation 
in the United States ? 

BR OUNSS's 

Q. And you are aware that they have paid considerable 
attention to the limitations of horizontal increases? 

Aw’ Yess 

Q. And you do not think that that is necessary in 
Canada? 

A. No, just because we have national railways, as a 
major reason. 

Q. Because we have national railways? 

A. Yes, and that you have no individual railways 
covering the whole nation. In the United States, even their 
transcontinentals are Chicago and West. 

Q. And that is the reason? 

A It is a major reason, Yes. 

Q It is a major reason; and are there other reasons? 

A. Not of any really serious importance, no. 

Q Then, that is really the reason? 

Ay “Yes 

Q. You would not then, I take it, probably disagree 
with the practice in the United States under the cir- 


cumstances which exist there? 
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A. It is a different ‘economy, yes. I would not 
disagree. 

Q. You would not disagree, but you think that under 
the situation that exists in Canada, with the two trans- 
continental railways, that that situation is not a - - 

A. That the major reason was washed out. 

Q. Yes. Perhaps I did not understand you correctly, 
but I want to get on common ground with you. I understand 
that you say that since other costs have gone up to such 
an extent that the position of the people in, what we call, 
the extremities of Canada, that is to say, as distinct 
from the central provinces - - 

A. Wee. 

Qe «s«.that -horizontal increases... really do not 
affect them to any serious extent? 

A. What I am saying is, that if the transportation 
cost, as a percentage of the total cost, is not higher 
now than it was in 1939, then they have not been hurt. 

But if it is lower, then they have probably been benefitted. 

Q. So that freight rates, generally, were the 
same until from about 1922 to 1946? 

Aeweaxess that is, the class rates. 

Q. Yes; and then, we will say, in 1940 the cost, 
the other costs; began to rise? 

A. You are speaking of total costs or unit costs? 

Q. Total costs of production, we will say. Let us 
deal with the case of a manufacturer in the extremity, in 
one of the extremities, as compared with the central 
provinces. Can we deal with it on that basis? 


A. You are talking now of a manufacturer, not of 


the railways? 
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Q. That is right. 

A. Oh, continue. 

Q. That since in 1940 these other costs began to rise, 
nevertheless the freight rates remained the same. 

A.” “Yes 

Q. Therefore the position of the man in the extremity 
has really improved? 

A. Yes, because his selling prices were increasing 
yet he had Nonstene db1iey transportation costs. 

Q. Yes; and in most cases his business expanded? 

A. Yes, although I cannot say whether it expanded more, 
proportionately, than the expansion elsewhere. 

Q. Yes. But in any event he was better off as a result 
of the holding of the freight rates down? 

A. Yes. 

Q. And he enjoyed that position from 1940 to - -? 

A. To 1948, April, 1948. 

Q. Practically, yes. Now, what you say, I believe, 
Professor McDougall, is: that if the increase in freight 
rates by the horizontal method:has affected him, perhaps, 
somewhat in dollars, nevertheless he is in a better position 
than he was in 1940 still? 

A. I believe so, speaking generally. 

G, €6Yes: 

A. And subject, always, to this danger: that he may 
have put himself out into lines of production where he 
was encouraged by this thing; or he may have allowed some 
of his other costs to rise , just because his transportation 
costs were being reduced. 

Q. Yes, but as long as the increased freight rates, 
by this horizontal method, did not affect him or put him 


in a position where he was not worse off than he was before 
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the war, then, perhaps, it is 4 desirable situatinn , from 
your view, to put him back to the position where he was 
before the war? 

Ay Onayvai th tteis necessary to maintain a prosperous 
and succes# ful railway, and only to that extent. 

Q. But supposing you had a Situation where his freight 
rates in 1940 were higher than perhaps they should have 
been, as compared with the man in the central provinces? 

A. How do you determine what should have been? 

Q. SuppoSing they were built up on a basis that they 
were 50 per cent higher because of the lack of traffic 
density? 

A. You mean a 50 per cent higher rate for an equivalent 
mileage? 

Q. Yes, 

A. That is not a very realistic assumption, is it? 

Q. Ido not know, Professor McDougall; but may I 
take that assumption? 

Ne Yes we will pass ‘it. 

Q. It may be that it was not 50 per cent. It may 
not have been anything like that. I simply put that as an 
example. But if, over the years, they did not change, 
and you start adding horizontal increases to it, as 
compared with a horizontal increase in the case of the 
central provinces, then that would accentuate a wrong, if 
it were a wrong. It would accentuate it further, would 
it not? 

A. If the rates were wrong in the beginning, they 
would still be wrong; still be wrong proportionately 


after the change was made, yes. 
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Q. Yes. And if there were disparities existing 
prior to the horizontal increase, then those 
disparities 
would be increased? 

A. Would you define disparities? 

Q. Of the nature I mentioned, although it might not 
be 50 per cent. 

A. Yes. 

Q. So could we agree on this: that if your assumption 
that a horizontal increase is the soundest method depends 
on whether or not the rates were sound in themselves in the 
first instance, if they are, would there be any disparity? 

A. If the rates a ee in the fist instance, 
they would be corrected; and having corrected them, then 
the percentage increase uniformly applied is the correct 
solution, having regard to the fact that you may be dealing 
with inflation. 

Q. If you are going to apply horizontal increases, 
then the rates to whichthey are applied - there certainly 
Should not have been any disparity existing at that time, 
at “ne time of the application of the percentage increase. 

A. I would rather say: that if you have an inflation, 
it is a very uncomfortable situation to begin with; and 
that wiping-up afterwards is a long, arduous, and difficult | 
job. But we live in an imperfect world. 

THE CHAIRMAN: Oh, I had no suspicion of that. 
MR, COVERT: Q. You would rather give that 
answer? 

A. Yes 

Q. You think we could not simplify it as I have 
tried to? 

Ay = pelieve not, 
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Q. Very well, Now, on the question of the incidence 
of freight rates, I would like to ask you a few questions. 
I think the Canadian Pacific's position, and your 
position is, that regardless of who pays the freight bill 
in the long run, it is, in a very real Sense, these freight 

rates, they are borne by the consumer? 

At Yess 

Q. And you would lay considerable emphasis on the 
words "in the long run"? 

Ame Yess 

Q. I think, when you start out with that part of the 
sentence which says that regardless of who pays the freight 
bill, you are, perhaps, drawing a distinction between the 
payment and the bearer? 

A. Yes. 

Q. And anyone of several persons may actually pay 
the bill ; but there is a great distinction between who 
pays it and who bears it. There might well be? 

A. Quite! 

Q. Now, you also recognize that the incidence is 
Shifted from time to time. 

Aw, Yes. 

Q. Now, I would like you to assume with me, for a 
moment, the case where the freight charges had been 
unchanged for a long time, and that the price system has 
adjusted itself to those charges. Now, that would be the 
case where you would say that in the long run the freight 
charge is actually borne by the consumer? 

A. Yes, and I would add one further assumption: 
that the general wholesale price index has also been 


reasonably stable. 
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THE CHAIRMAN: What is that? 

A. That the general wholesale price index has been 
reasonably stable, as one additional assumption to those 
which Mr. Covert made. 

MR. COVERT: Q. Yes. Now then, I would like you 
to consider for a moment the question of the increase in 
freight rates arising after that condition to which I 
previously referred existed. You would agree that the 
Short-run affect, in such a case, might be quite different 
from the long-run affect? 

A. Yes. Your short-run effect would depend on the 
elasticity of supply and the @lasticity of demand. 

Q. There would-be quite a few things which would 
enter into that picture. I Suggest to you, for example, 
the question of whether it is a buyers Or? a sellers market. 

A. Yes. 

Q. And whether the area is a deficient area or a 
surplus area? 


A. Oh, yes, a lot-8f things of that kind. 


Q. Yes; supply and demand; elasticity and inelasticity, 


and so on. 

I was wondering if we could not get a better word for 
elasticity and for inelasticity. I find them confusing. 
Could we say for elasticity - could we call it changeable? 

A. You are tampering with a piece of terminology 
which has a very long histary. 

Q. You will remember, Professor McDougall, that 
Dr. Locklin got highly confuSed with it. 

A. Might I try where he stumbled? 

Q. Have you got a better word? 
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Q. My difficulty is that every time I use those 

words elastic and inelastic I get confused. 
THE CHAIRMAN: Q, Perhaps we had better have 

them defined now. 

A. It is a case of more or legs. 

Now, unit elasticity is neither elastic or inelastic. 
That is the case in which there is a change in volume 
and there is a proportionate change in price; so that, 
regardless of the change in volume, the total amount of 
money paid remains unchanged. 
- That is very rigid? 


fates const elasticity. 


oOo TF © 


- It does not waver to one side or the other? 

A. In the total money paid. For example, if you 
sell half as much, you sell it for twice the priee. 

Now then, an elastic demand is one where, with an 
increasing volume, you get a larger amount of money paid 
for the product. 

Q. The price increases with the volume? 

A. No. But the prices fail to fall as fast as 
the volume increases. 

Ores fade te fall? 

As, [Yess 

Q. It ought to fall as fast as the volume increases 
in order to remain unified? 

A. Yes, by unit elasticity. 

Q@. "Ness anduit itodoes«not fall: as: fasteas othe 
volume increases? 

A. Then a great many products have increasing 
volume. They are known as elastic products. 


Q. When does it become inelastic? 
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A. An inelastic demand is one where, with an increase 
in supply, the price falls go rapidly vthat § less money 
+8 eld Poreits or; 4f. the Supply falls, the price rises 
So rapidly that more money is paidufer it: 

Q. In both those cases it ig inelastic? 

A. Yes, because of the increase. 

Q@. Iam sorry: 

COMMISSIONER INNIS: I think we could simplify 
this thing a great deal if we were simply to use the words 
Which you suggested, Mr. Covert: changeable and rigid. 

THE CHAIRMAN: Q. We have three terms now instead 
of two. The middle one is unified. On one side of it 
there is elastic, and on the other side of it there is 
inelastic. 

A. Iwas only trying to be helpful, I am sorry. 

MR. EVANS: Might I offer this: that both Mr. 
Covert and, perhaps, Dr. Innis, would tend to over-simplify 
and that perhaps the result might not be too helpful for 
this reason: that changes are not the test of elasticity 
in themselves. You must carry with it some result from 
the changes. You just cannot say that changing demands 
Constitute’ elasticity. 

THE WITNESS: Oh, no. 

COMMISSIONER INNIS: I hope we do not become quite 
so involved. 

MR. EVANS: I was hoping for that too, sir. 

THE CHAIRMAN: Q. May we not proceed on some 
basis or other? 


A. I shall follow you as best I can, but I may 


stumble, 
MR. COVERT: Q. I just want to get this straight, 
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Professor McDougal], that, if I refer to an inelastic 
demand, I could not call it a sort of steady Hetaieds 
it just does not stretch? 

Aa lvesyythat is partly so; that is, with changes 
in volume, the demand for a given quantity changed very 
little; and therefore the price changed very much. 

THE CHAIRMAN: Q. Now, is that elastic or 
inelastic? 

As That, sir, is inelastic; 

MR. COVERT: Q. If I referred to an elastic 
demand, I could not call that a changeable demand. I do 
not know why I always get so confused, but I certainly do, 
every time I try. So I wondered if I couldn't get down 
to a basis? 

A. If you would say: a stable demand for commodities, 
and a changeable demand for commodities, it might make your 
idea completely clear, 

Q. Perhaps I had better abandon this altogehter. 

THE CHAIRMAN: Yes. We reduced stable to changeable, 
and now we have two others. We have not got the third. 
However, it might be better to try to work out some 
Bimpiification., 

We shall adjourn now to this afternoon. 


---At 1.00 p.m. the Commission adjourned until 
Ps45op.m.' teday. 
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OTTAWA, ONTARIO 
MARCH 14, 1950. 


AFTERNOON Ss alo ah as Oa OE 
re TL ON 


PROFESSOR J. L. McDOUGALL - Recalled 
i > ecalled 


EXAMINATION BY MR. COVERT - (Cont. ) 


MR. COVERT: TI think your lordship will be glad 
to hear that I have abandoned the question of elasticity 
and inelasticity. 

THE CHAIRMAN: Yes, and I am sure that Professor 
McDougall will be glad to hear it too. 

MR. COVERT: Q. Could we agree that, in general, 
the existance of transfer costs tends to encourage self- 
sufficiency of an area by protecting local industry from 
competition from outside; and that, conversely, an increase 
in transfer costs would tend to’ reduce outside competition, 
and to that extent stimulate local industry? 

A. By transfer costs you are thinking, Specifically, 
of transportation charges to move products in and out? 

@. That is right. 

aa Yes, I agree, 

Q. And would you also agree that where, in a country 
Such as Canada, different regions, to some extent, face 
competition from other sources of Supply, that some regions 
are more affected than others, and that the effect of 
increases in freight charges on the products raised in 
such regions wsuld differ in the manner in which the increase 
is applied? 

A. Are you thinking of an internal market or an 
external market? 

Q. I thought it might apply to both. Do you think 
there should be a differentiation? 
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Q. Let us take internal markets. 

A. On an internal market, if you have an increase in 
transport costs in step with other prices, then I think 
there is no difference. But there will be a difference in 
relative advantage. 

THE CHAIRMAN: Q. In relative advantage? 

A. Yes, in relative advantage, if some other method 
is used of increasing the freight charges. 

MR. COVERT: Q. The whole point ,you say, depends 
on whether or not the increases are in step with other 
prices and other costs? 

A. Yes. 

Q. Would you agree with this proposition: that increases 
on a horizontal method offer the transfer cost relations 
between long and short-haul? 

A. Is that sentence completed? 

Q. Yes. 

A. Well, if there was a balance before, the same 
balance remains afterwards. That is, if you wild tum = 
is it page 57? 

Q. You mean those examples? 

A; Yes. 

Q. Then again, you say that depends on whether there 
was a balance before? 

A. Yes, 

COMMISSIONER ANGUS: Q. You mefn before the 
period during which prices have been rising? 

A. Prices and railway rates have been rising, yes. 


Q. But not just before the increase in rates? 
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MR. COVERT: Q. Would you say, Professor McDougall, 
that, dollar-wise, the man in the extremity, using that 
word as we were using it this morning, is worse off as a 
result of horizontal increases? 

A. He is getting more dollsrs and he is paying more 
dollars, so he is neither better norworse ort; 

Q. Than he was immediately before the incre&se? 

A. Before the general increase in prices, 

Q. Before the general increase in prices. 

I wonder, Professor McDougall, if you have examined 
Professor Locklin's book "Economics of Transportation"; 
I mean the 1949 edition, at page 40? 

A. I have the third edition here, which is 1947. 
Probably the one you have is Just a second printing. 

Q@. Perhaps it is. You might turn to page 40 and see. 
It seems to me that he felt that percentage ‘inureases in 
the United States in 1918 and 1920 had worked great hard- 
Ships on manufacturers, dealers, and farmers who had long 
hauls. Do you recall that? 

A. Whereabouts on the page is that? 

Q. It may be on a different page. Yes, he says 
here: - 

"There is plenty of evidence that the 

freight rate increases of 1918 and 1920, 

which were percentage increases, had this 

effect: working hardships on manufacturers, 

dealers, and farmers who had long hauls." 

A. But did they have that effect at the time when the 
rates were increased and prices were rising, or did it have 


that effect , after the boom had broken and prices had 


fallen? 
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Q. Take 1918, Perhaps you could tell better than I 
can. 

A. Ido not think it dia. 

Q. And the same in 1920? 

A. Once you come past, say, September 1920, then 
you have a position in which railway rates were one of the 
items which did not come down as much as other prices. 
Then you may have had difficulty. But I do not see thet 
you had it at the time when both rates and general wholesale 
prices were rising. 

Q. Then it is your view that that is the whole test 
of the matter and it lies in that one point: were other 
prices rising at the same time? 

A. I think that is the cardinal point, yes. 

Q. And if the position is such that freight rates, 
once they are raised, tend to Stay at that level, and prices 


may go down, then, would you agree that in circumstances 


of that kind, there may be hardships on manufacturers, dealers, 


and farmers who did have long hauls? 

man Weld, iD may: Split that and treat first with the 
farm position, which is, I think, for Canada the most 
important, that if you were to get - and I am making an 
ass Ymption which I think is not realistic, but I think it 
is at least open to be contemplated - if you were to get 
a Situation of a drastic fall in prices of farm products, 
that is, export farm products, whereas the protected sector 
of the economy, not only the railways, but internal services, 
the manufactured goods tended to hold up in prices, then, 
Obviously, there is a very sharp transfer of social income 
away from the farmers towards the protected people. 


But your difficulty there is not a difficulty of freight 
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rates as such. It is a difficulty of having two sectors 
of the economy moving in opposite directions. 

I am saying that the railway rates and costs should, 
in such a Situation, ~- be brought down so that the two 
can come again into harmony. But do not rivet your attention 
on the railway rates and leave all the rest of the protected 
sector out of your attention. It is a general economic 
problem. It is not a railway problem. 

@. That 4s one part of the split. What is the other 
part? 

A. Well, I am hard put to it to see how he would 
Justify it in relation to the manufacturer and dealers, 
the dealers especially, since the dealers are going to be 
able to adjust themselves quite rapidly. The problem of 
the farmer is analagous to the problem of the railroad, 
because his capital investment is high per dollar of annual 
output. 

Q. And the manufacturer? 

A. The manufacturer falls into the intermediate 
position, and I would question whether his troubles were 
severe. 

THE CHAIRMAN: Q. Whether what? 

A. Whether his troubles were severe. He could adjust 
himself within a reasonable time, perhaps, let us say, a 
year. There may be a problem of transition, but he will 
make the change fairly rapidly. 

MR. COVERT: Q. But then, as I say, coming back 
to my question, if it were so, that once the rates were 
raised and they tended to Stay at that level, I take it you 
could not agree that it would work any greater hardship on 
the manufacturer, the dealer or the farmer who had a2 long 
haul than it would in the case of the same classes who had 


a short haul? 
(Page 17989 follows) 
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Ba I would Strongly question it. I think there 
might be cases where that would occur but I think they 
would tend to be Special cases, 

 . Now then, in the case of a deficit area which 
might rely on outside sources for capital and consumer 
goods, for example, the prairie provinces with respect 
to farm implements, would you agree that in cases of 
this kind increases in freight charges tehd to be passed 
on to the consumer in the deficit area? 

A. I think I said that freight, as one of the costs 
Ol production, is always passed on, unless there be some 
Special disturbing circumstances. 

Q. And the further away the farmer is from the 
Source of supply the more he must pay? 

Dis It will depend entirely on the manufacturing 
margin and the position of the dealer, that if the desler 
wants to absorb he will absorb. The nearest approach 
I can give you is the matter of marketing motor cars 
under the conditions, Say, of 1939. The gross 
margin was in substantial part absorbed by the dealer 
in the trade-in price on the old car, and if the competition 
between dealers is Sharp enough then part of that margin 
will be absorbed in that fashion. If there is no 
competition, or if people Ooo enti ans to get the cars 

p ecieee ae ep abaan chee will very rapidly absorb 
&@ great deal more than the transport coat. 

Q. Take the case of the sale of a car in times when 
there is a large demand for cars, then the person who is 
farthest away, of course, pays more for the car because 
the freight charges are added to it. 

A. He may also pay more for the car because the 


dealer's margin is wider there than some place else, 
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I-could not say. 

Q. But you would not agree with the first pro- 
position? | 

A. I would say there is a probability, not a 
certainty. 

Q. And if the horizontal fethod /inspenae 1S pplied 
in that case wouldn't he be affected to a much greater 
extent than otherwise? 

A. Well, your increase in car prices has been very 
close to the one hundred per cent. Ifhe is paying the 
Same percentage in transport costs or less, -- I think 
I have transport costs on motor cars for quite a number 
of destinations if you will let me look them up. 

Q. Go ahead. 

However, you suggested his position is relatively 
not different? 

AY I would think probably not, no. 

Q. And it is the same, as I Say, with the farmer 
in respect to farm implements? 

A. Yes but I think if you are going to understand 
what happens to retail prices you are likely to get 
a good deal further if you keep an eye on the dealers! 
margins than if you fix your eyes on the freight alone. 

Q. In the case of things like farm implements? 

A. Even in farm implements or automobiles or, 
as I said this morning, cement, which to me was a most 
Surprising case. 

Q. Why do you say cement is surprising? 

A. Because it is so heavy and it is relatively low 
in value per pound. 

COMMISSIONER INNIS: Q. Did you go into a study 
Of their price fixing policy at all? 
A. This was strictly a study of what prices were 


at the retail level. Now you had dealers! margins, 
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if I can quote from memory, which ran between 19.5 per cent 
and 45 to 50 per cent, -- of course, there were 
quantity discounts around there but We “éeleet them. 
Now, whether the margin was 20 per cent or 50 per cent 
depended upon how sharp the competition was between the 
dealers in building supplies. 
THE CHAIRMAN: The dealers in what? 
A. In building supplies. 
If there were three of them and the competition 
was sharp you might Set 20 per cent; if there was one 
you might work closer to 50 per cent. 
COMMISSIONER INNIS: / “the same brand of cement? 
A. The same cement. Cement is a standardized 
product;no matter whose you buy you ‘sully Portland cement 
at a given grade. 
MR. COVERT: Q, And, Professor McDougall, 
would you disagree that the Den te os in freight 
charges would be more Serious on producers in areas that 
producers in 
are more specialized economically than on/areas that are 
more widely diversified? 
ae Again I am forced back to ask what is the 
solely 
Seneral market situation. I think it is not a matter/of 
Specialization as it is a lack of alternative opportunity. 
If you have an area which can produce one thing and one 
Only and the market for that particular product goes bad 
then those people are in a bad position, no doubt about 
it, and I do not believe that any freight rate change can 
make much of a difference to them. I wonder if you noticed 
in the press inside the last ten days the suggestion that 
by next September there may be an egg shortage? Now, that 


means that there has been a complete realignment of the 


poultry industry inside less than twelve months, that is, 
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that people who were producing eggs have been able to 
to price 

make the appropriate adjustments /they have gone to do 
Something else, and you again bring the price of eggs 
back to what they think is a normal price giving them 
a reasonable return. 

Q. ds noticed you used the word 'solely'!. [I 
Just wonder if you would agree that there was a difference 
between the case of a producer in the area which is 
Specialized economically as compared with one in an area 
where there is diversification of production. Do you 
think there is any difference at all, Professor McDougall? 

A. It is not so much that they are Specialized, 
2G 18. that they lack alternative Opportunities. 

Q. Put it either way you like but do you think 
there is any difference in the impact of freight rates 


in such a case? 


i, Yes. 
Q. You do. 
a I am not certain that I am being quite clear 


With you. What I am saying is that a man might be 
highly specialized just because the price situation 
is favourable; but he has an easy out, he can move to 


Something else Quickly, in that case he is going to be 


ale eet 
Q. You mean in an area where there is a diversifi- 
| cation? 
A. In an area where there is potential diversifi- 


potentia 
cation, it need not be actual. Then if there #3 ashi t 
that pays better the Shift will take place quickly. 


If there is no alternative,then it may be tough. 


(Page 17994 follows) 
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Q. Would you think that the effect might be differ- 
ent in the case of an area which is expanding in an 
economic sense as compered with the effect in en erea 
Which is static? For instance, you might take Mr, 
Frawley's province, Alberta, 3s an example of the one, and 
Prince Edward Islend as an example of the other, 

A. There would be a difference, I think you would 
have to examine each individual case to see how much or 

for how long it would remain, 

Q. I think perhaps we had agreed that in 9 seller's 
market the freight increases tend to be passed on to the 
buyer immediately? 

A. Yes, 

Q. And that in a buyer's market they tend to Palla 
the seller? 

“. Yes; that the consumer gets the adventage in the 
buyer's market, yes. 

Q. Will you agree that in the case of industries 
such as agriculture, where over long periods of time the 
Supply is quite fixed, adjustment as far as freight rates 
ore concerned takes a much longer time than in cases where 
this is not so? 

A. I do not think it is safe to say thet in agri- 
culture the . supply is fixed, because obviously it 
varies very sharply as between years. 

Q. I said over a long period; perhaps you cannot even 
make thet assumption, then? 

A. Well, I was only going to say that in egriculture 
you tend to get a relatively constant input of effort but 
@ fairly wide variation in output due to climatic factors; 
thet the output of egricul:tural products is primerily a 
function of climate and onily secondarily a function of the 


effort put in, 
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Q. Would you repeat that, please? 

A. I say that the output of agricultural products 
is primarily a function of the climate and only second- 
erily of the amount of effort put in by farmers to pro- 
duction. Now, that 1S most clear in the prairie provinces, 
butit is a general statement. 

Q. Incidentally, Professor McDougell, this morning 
we were discussing this 45 figure; you said that that 
was weighted? 

AgvYess 

Q. How did you get that? How was thet figure 
arrived at? 

A. It is the gross revenue freight and gross 
revenue switching from the Statistics of Steam Reilways 
epplied against the Gross national product from the 
C nadian Statistical Review. 

Qn Ooin tother words, you just find the percentage that 
the total freight paid to the railways -- freight snd 


Switching, you said? 


A. Yes, 

Rei Beers Lowther itota iu. 

A. Of gross national product, 

Q. ---of gross netionel product. And you say that 


gives you a weighted average? 

A. Yes. 

Q. Would you agree with this statement, that ins 
Surplus area the price is roughly equiveslent to the primary 
market price less the cost of marketing? Will you go that 
for? 

A, That is, when 9 general merket price has been 
established? 


Q. Yes, 
A. The value let us Ssy at the form will very with 
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the distance from the central market? Yes, 

Q. The way you put it, does thet mean the same as 
the way I put it? 

As I think so, 

Q. Then could you just agree with the wey I heave 
put it? 

A. Well, I wanted to make quite certain thst we had 
9 general market. If you have not got a market at one 
particular point, then you leave me in a difficulty; I 
would have had to make a longer answer, 

Q. Let us assume the general market, then, and I say 
that in a surplus erea the price is roughly equivalent to 
the primary market price less the cost of marketing? 

A, Yes. 

Oe ana dertieit erea, that the price is roughly 
equivalent to the price in the farthest producing area 
from which it draws its supply, plus the cost of transport- 
ation? 

A. I think you would be safer if you said that it 
was the cost at the centrsl market plus the cost of moving 
from the central market to the point of demand, 

Q. I think thet is the same, isn't it? 

A, Well, I think it is clearer my way. 

Q. Well, is there any doubt about it my wey? 

A, Yes, because you sre taking a referred price 3n 
the one case, 

Q. Just a minute, now, Equivelent to the price in 
the farthest producing srea from which it draws its supply, 
plus the cost of transportation; and I have prefaced it by, 
roughly equivalent to that price? 

A. Well, I do not want to split hairs, but the diffis 
culty is that you ere reslly using ea marginal concept, and 


the margins] Supply need not come from the farthest point. 
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I am trying to be helpful. 

Q. Very well. Now, could we say, then, that in either 
case the most distant producer will receive the lowest 
price at the farm or factory? 

fh. That would be the tendency, yes -- that ee ana 
thst isin en export area, and then only. 

Q. That only applies, you say, in the case of ean 
export srea? 

A. Oh, yes. A good deal of the settlement of the 
Ottawa Valley here was built upon a Specialized market in 
hay end: oats for the service of lumber camps, where you got 
avery much higher price then the central market price; you 
got the central market pricc plus inbound transport. 

Qe ‘There was one point on which I touched this 
morning, Professor McDougall; I just wanted to take it’a 
little further. You would egree that during the war other 
costs had increased ond freight rates remained fixed, and 
I think you agreed that this would result in some messure 
of benefit to the extremities? 

A. Yes, 

Q. And that this might cause the industries in the 
extremities to expand? 

A. It might cause them to do many things. They might - 
expand, they might bid up the prices of the factors they 
were using. All those things are possible, yes. 

Q@. And if they were on what perhaps might be called 
@ marginal basis before, this might raise them up above 
that basis so that they could perhaps go further, extend 
their territory of sales to s larger extent? 

A. Yes, it would have that tendency. 

Q. Then in that case would you agree that the hori- 
zontal increase in freight rates might tend to put them 


back in that marginal position that they were in before? 
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A. It would tend to reduce the ares over which they 
could market, yes, but the moving factor, the cause of 
present bss, is the fact that the rates were not in- 
creased as early as they should heve been, 

Q. Now, there are 5 few points in your evidence of 
yesterday that I would like to discuss with you. 

COMMISSIONER INNIS: Before you start, Mr.Covert: 
Q. The interest you show in this matter of the 
shift would seem to lead one to infer that you favour an 
economy that is manoeuverable and easily shifted, shifting 
from one commodity to another in the face of strains? 

A, \Injso fer as it is possible; it is certainly 
better to be flexible than to be inflexible, yes. 

Q. But you do not take into account the cost of 
shifting? After all, in most cases there is considerable 
economic loss involved in moving from one commodity to 
another, 

A, Oh, yes, it is difficult, but if markets change 
what do you do? I am not putting it forward as being 
inherently good thet markets should change; I am merely 
Saying that since you have to take into account that 
markets do in fact change, you had better be quick on your 
feet if you can, 

Q. Iwas just wondering whether there was some 
danger of more or less compelling the Cenadian exporter or 
Canadians generally to be the sort of person who hops 
sround from one thing to another? 

A. If you think of the exporter solely, I think I 
put it very clearly, that I figure that where export 
conditions change the burden ought to be very much more 
widely dispersed than it ever has been before in this 
country. What we have done I admit is to try and concen- 


trate the burden first upon the exporter and then when the 
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effect seeps out from him to take it in terms of unemploy- 
ment in the rest of the community rather then terms of 
prices that ere consonant with the current prices of our 
exports. Now, that is deplorable; I think it is deplorable 
economically; I think it is also largely stupid, but I 
think it is a description of what we have done, 

Q. Iwas thinking of the case of poultry which you 
mentioned; it would not be fair to say that you got a good 
deal of pleasure out of seeing the man shift from one 
thing to another, but I do not think you expressed much 
sympathy for him, 

A. Well, I am saying only that they went through a 
very difficult position, and have done it with an extreme 
Speed, yes. Now, if you Say do I enjoy seeing people lose 
the capital they have invested in henhouses and such like, 
no, I do not, but what do you to guarantee a market for 

eggs to people who cannot pay for them? 

Q. I am thinking of the sort of economy that you have 
in mind, whether it is one that is highly manoeuverable, 
Capable of rapid shifts, or one which is reasonably stable, 
one upon which you can depend to e considerable extent 
for continuity and so on? 

A. Well, if the choice were open to Canada, I would 
be perfectly willing to choose one which was shall I say 
not sable but which changed by reasonable amounts per 
period, so that it was continuous; but what does an export 
country do except try as best it can to rock with the 
punches? -- because it cannot control what its customers 
cen do. 

Q. Well, I was thinking of a rigid element such as 
freight rates might easily be, which would compel him 
perhaps to be s little more nimble than he would otherwise 


be in skipping from one thing to enother? 
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As» DL certainly have no wish to see freight rates 
made eny more rigid than it is possible to d0',. but. Lt. think 
I did suggest that it was a problem of the adjustment of 
the whole protected sector of Caneda end not of the railways 
only. 

MR COVERT: Q. Now would you turn to page 17773? 

Just previously you hed been discussing the east-west 
treffic situation in both Canada and the United States, ond 
you were asked if you knew of any case in which the 
nationel policy of Ceneda had tended to force trade in east 
and west channels, and you said: 
| "Yes, I think there is one case. .s 4 result of 
| nationsl pressure, the port of Portland, which had been 
used by the Grand Trunk es--its-«winter port, wes 
ebandoned in favour of Canadian Atlantic ports." 


And you say: 


"The Meritimes, however, notwithstanding that they were 

the beneficisries of this abandonment and re-routing, 

have complained end are complaining that they are 

suffering because the tariff policy forces them to 

look to Central Canadse for their markets end their 

Supply of manufactured goods." 
Now, let us assume that what you say is correct there--- 

A, L fehinigkivis, sire 

Q. Yes, that the Meritimes ere complaining in this 
fashion; does that have anything to do whatever with the 
question of Portland, Maine? Assuming that Portland, 
Maine, had still continued as the winter port of the Grand 
Trunk, has that enything to do with them suffering because 
the tariff policies forced them to look to Central Canada 
for their markets? I just do not understand. 

A. Well, I suppose there is a connection in this 


sense, that if’ you transfer from Portland, Msine, which is 
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the closest ‘point to Montreal, to Saint John and 
Halifax, you do so Substantially on national grounds. 

Q. Yes? 

A. Now, if you benefit by 6 national policy, perhaps 
you have got to take the other side of it too, 

Q. No, but I Said, Professor McDougall, if they had 
not changed--- 

THE CHAIRMAN: If who had not changed? It was 
the railways that changed, was it not? 

THE WITNESS: The railway did in fact change, yes. 

THE CHAIRMAN: Q. Yes, but did you Say that all 
this was Substantially for national interests? 

Ae |i Unink” sot 

Q. Was it not also to capture the traffic? 

A. No, becsuse the traffic would move by one winter 
port or the other, It is merely 8 question of which winter 
port you use, 

Q. You mean, then, that the C.P.R. could go to Port- 
land on its own ies ce. shiae lt? 

MR COVERTY: No, it is the Grenada EYUrk, 

THE WITNESS: Portland wes a Grand Trunk line. 

THE CHAIRMAN: Q. It was Granada Trunk? 

a Sen, 

MR COVERT: 0. But I say if the change had not 
been made how would that enter into it? ‘Would that have 
made the complaint any different as far 2s looking to 
Central Canada for their markets ‘and their supply of manu- 
factured goods? I just did not follow, and I wondered if 
you could clarify it. 

THE CHAIRMAN: I want to make sure I am following 
it. The change you refer to is the change from Portland to 


Saint John and Halifax? 
MR COVERT: Yes, to Canadian Atlantic ports, 
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THE CHAIRMAN: And thet was brought about by 
freight rates which would meet the traffic going the other 
Way3 La) thaty Lt? 

MR COVERT: I am not sure whether it was brought 
about that way. 

THE CHAIRMAN: I would like to know that. 

MR COVERT: Q. Do you know, Professor McDougall? 

A. Well, as I remember the Situation, it was about 
1923 that, once the Canadian National became oa Government- 
owned project, the port of Portland, which had been its 
outlet from 1860, became shell TI Say unacceptable, end it 
has not been -- well, I think for a year or two it may have 
hed some minor use during the war, but Substantially it has 
been for Canadian traffic a dead port since 1923, 

THE CHAIRMAN: Q. Then the ports which benefited 
by that in Canade are--- 

A, Are Saint John and Holifax. 

Q. In Saint John is it a fact there that that means 
principally the Canadian Pacific Railway? 

A. Oh, yes. I should think it hos reacted more to 
the benefit of Halifax than of Saint John, but I am making 
8 guess there; I have not checked the facts; I just do not 
know the facts, 

Q. Are the rates, then, which have turned the traffic 
in those directions the rates set by this conference of 
what -do-you-call-it? 

A. I do not think it is a question of rates, 

Q. Canadian Freight Association. I beg your pardon? 

A. I do not think it is a question of rates; I think 


it is just a matter of direction of treffic. Perhaps the 


Canadian National will correct me, but that is my under- 


Standing of it. 
Q. I thought we had been told that these low rates 
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which permitted the traffic to go out by Canadian ports 
was something done in the national interest? 


A. Well, there are such rates, yes, but what I was 


RPererring, to~-.- 


Qs. , Bswaes referring now to Halifax end Saint John, 
MR EVANS: They are related; the rates to 
Halifax and Saint John are related to the rates to the 
United States Atlantic ports, 


THE CHAIRMAN: Are they not related by conference 
between the United States railways and the Canadian rail- 


ways? 


MR EVANS; Well, to some extent they may have 
Deen. bUite—— 

THE CHAIRMAN: I think to 8 large extent, 

MR EVANS: Well,the Interstate Commerce Commis- 
Sion certainly recognizcs the right of Canadian railways to 
make their rates to their Canadian Atlantic ports on no 
higher basis, although there is a longer distance, than 
rates would be moving from Canadian points to the United 
States Atlantic ports, end that we Said wes in the national 
interest, since it did provide benefits to the Maritime 
Provinces. 

THE CHAIRMAN: I am not Ssying that it was not in | 
the national interest, but I om looking for the motives, 
the reasons for it. Wes it e sacrifice made by the people 
of Canadas generally in the national interest, the people of 
the Maritime Provinces? Would you put it thet way? 

MR EVANS: Well, I venture to say this, that un- 
doubtedly the Canadian railways got a longer haul on 
traffic, but I think it is only fair to say that they get 
very low rates for the edditional distance they must haul 
the traffic, because they must not exceed the rates to a 


much less distant United States Atlantic port. 
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THE CHAIRMAN: They must meet those rates, if 
in turn the Canadian railways were to lower their rates, 
they would immediately be met by still lower rates in the 
United States. 


MR EVANS: Yes; you would then have port competi- 


tion, which we could Not sitord, to-2~ 


THE CHAIRMAN: Yes; I found that out 8 long time 
ago in another connection, 

MR COVERT: Q. What I was trying to bring out, 
Professor McDougall -- I am sorry if I am not clear on it 
-- I would suggest that the complaint that you refer to has 
nothing to do whatever with the situation that you sre 
dealing with, in other words what you Say is that national 
interest, because -- perhaps I could put it this way, to 
put it plainly, that they complained about the use of Port- 
land, and as a result of complaints they used the Canadian 
Atlantic ports? 

A. I think that is a fair statement of the facts. 

THE CHAIRMAN: Who complained sbout it? 

MR COVERT: The public, sir, generally, I think, 
in the Meritimes. 

THE WITNESS: The eastern public, yes. 

THE CHAIRMAN: Oh, well, yes, Halifax and Saint 
John complained; I know that. 

MR COVERT: Q. But thet has nothing whatever to 
do with the complaint, because of tariff policies forcing 
them to look to Central Cansde for their markets, becsuse 
if Portland were still used they would still have to look 
to Central Canada for their markets. I do not think there 
is any comnection between the two, is there? 

A. Well, let me put it to you this way, sir--- 
Q. Well, is there s connection? 


A. I believe there is, yes. 
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Q. Well, let us have it? 


A. I said both of these are aspects of nationel 
policy, 

Q. Yes? 

A. Now, then, in relation --- 

Q. When you say both of these, you meen? 
fe The movement of the ports and the teriff. 

Q. Yes, 

| A. Now then, the Maritimes definitely have benefited. 

THE CHAIRMAN: Q. And the tariff; "do you mean-—= 
A. And the teriff, the customs UarifTry 
Q. Yes? 
A. Now then, I heve myself many strong reservations 
| about the customs tariff, but I say if you are going on the 
| argument of national policy to demand thet traffie shell 
move through the Canadian Atlantic ports, then the ground 
is cut from under you when you start to complain of other 
aspects of national policy. 


MR COVERT: Q. And thet is the way you hook them 


up? 

A. Yes, 

Q. Ycuesnnot complain of one and not complain of the 
other? 


A. If you sre going to start to recast your national 
structure, then you have got to toss it 211 in the pot and 
| start afresh. 

THE CHAIRMAN: Q. Do you mean to say, then, that 
probably the provision of rates which brought traffic out 
through Saint John and Halifax led to the demand then for 
goods to come back from the Meritimes into this preferred 
area? 

Al No. I think’ Mr. Covert’ is correct in this sense, 


that even if the traffic still moved through Portlsend, if 


if 
( 
. wv). 7 
' a * 
Ke os a 
at 
. y ’ a 7-13 
. / b | ‘’ * 
n poi : " 
ay se 
a 
wi : quod : be 
; ea Tienn sf sy 
; “a 
| " 
: > Ls 8 to theminitece! | 
. nee Tee cay ieee Mai bp te nei 
oe an as 
: 
"e ' | 
b & } A , 
- , “és , ; 
; ‘ toast ian 
i Ty i on « 
i 3 EY im ; 
i ‘ ~ ma >i 
3 et Lae 
| “So ed Los abe : we 
, fy is ee ia 
| | } 
“fo 
7 


oa 
Pai 
io, 
nf Ae ey a . : ; : ; =A 
; ; | ; dtp ante: rege ‘% 
sAdtak leas ie i ca MP Re age - . 


Pane + tony 


“Ay ite tr ofp 
hd - es ua ee 
rislt bra Beek ite pee 

A i vote eS 7 ie po iy Roe Fe ee ‘ 


etr.t fae x} 7 yf 


arf ep ak pein 
+e ¥ he! a Se a ath 


RND 


-18006- Prof. McDougall 


the Canadian teriff were not changed--- 

Q. The Canadian tarirr? 

A. If the Cansdian customs tariff were not changed, 
then there would be the pressure of that tariff toward 3 
movement of monufactured goods into the Maritimes from 
Central Canada rather than from the New York-Philsadelphio- 
Boston area, 

COMMISSIONER INNIS: As 9 matter of information, 
do you know, Mr, Evans, whether the ocean retes to Atlantic 
coast ports have a differential over New York? 

MR EVANS: Well, there sre differentials, very 
small differentials, as between New York and Baltimore sand 
Philedelphia. Just what those ere I do not know, but the 
Canadian Atlantic ports sare tied to one or the other, 

COMMISSIONER INNIS: Not Boston? 

MR EVANS: I do not think so. The rates to the 
Canadian Atlantic ports sre based on New York. Baltimore 
is slightly under the New York rate. 

COMMISSIONER INNIS: You mean the Canadian ports 
ere the same as New York? 

MR EVANS: The same as New York. 

THE CHAIRMAN:Q.Will you tell me this, since you 
have introduced the customs tariff -- I will ask you this 
question: Are you telling us that these ports of Saint 
John and Halifax benefit now by importations into Canada 
eccording to the way the customs teriff now is, or are you 
Saying the contrary? 

aR thad "not saldsthat, elthough I believe 1toterthe 
fact. 

RUVEaVS aciect? 

A. That there are differences in the application of 
the customs tariff, if imports move through Canadian ports. 


Q. In fact are they moving in a way satisfactory to 
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Halifax and Saint John, from the United States or from 
Europe into those ports? 

A. As to whether it is Satisfactory--- 

Q. I ask you that because they are not moving from 
the middle west United States into Alberta in 9 way satis- 
factory to Mr. Frawley, for instance, 

A. I think you will have to put that question to 
provincial counsel, sir; I Just could not answer. 

Q. But you started to talk about customs tariff snd 
So on. All right, never mind, 

MEMCOVERT: OF ‘At pege 17775 you were referring 
to the railways running through this unproductive area 
north of the Great Lakes, I think? 

A. Yes, 

@. And you ssid that the railways, not the economy 
in general, have to carry the burden “fthe cost of 
running through that area? 

A. Yes, 

SD Tia GE Yor wondered,ordinarily if the railwsys besr it 
they must pass it along to the economy to bear, or would 
you say that that was perhaps one of the reasons that the 
railways have not been able to get sufficiently high 
rates, and that is the reason you say that the railways 
bear it rather then the economy? 

A. Well, what was in my mind was this, that rates 
normally have been made using Winnipeg os taking the some 
rate from the east as Missouri River points, and from 
Winnipeg to the coast the same as those Missouri points 
to the Pacific Coast U.S.; that therefore when you make 
en equivalent rate and you do not have the local traffic 
upon the line, I think I can say with reasonable justifica- 
tion that the burden, such as it is, has been borne by 


the railways, and thet because--- 
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Q. Unless they pass thot burden on to other parts? 


A. Well, how do they pass it? 
Q. Well, I Sey unless they do? 
Be  Ohipuyes., 


Q. You say they do not? 


fins Say that, having looked at the carnings made by 


railroads at various periods, I think that they hove been 


Slightly below rather than above the United States level, 
yes. 


Q. The earnings of--- 


| A, Theat the earnings of Canadian railways--- 


Q. Does that mean, for instance, that the eernings of 


the Canadian PacrPie=i0 


A. Per cent upon its investment, 


Q. ---have been lower? 

A. Yes, 

Q. Than the earnings of rosds in the United States? 
| By Udory the average, yes, 
| Q@. On the average? 
| A. Yes, 


| Q. Then at pege 17777 you made a Statement near the 

| bottom of the page: 
"They have proven themselves capable of doing this, 
énd with the lowest charges which exist in any modern 
nation." 

| A. Well, it is Clear from what has happened, as hag 


been put before this Commission, thst the charges in Canada 


| ere now lower than in the United States. Cherges in the 


United States sare in their turn lower than in England or 
in eny country I know in western Europe. 

| Q. I just want to find out what you are saying, Pro- 
fessor McDougell. Are you saying that--- 


A. Rates per fon wite==~ 
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Retes per ton mile? 

Yes. 

Are lower in Cansde then in any modern nation? 
Yes. 

Thet is whet you mean, per ton mile? 


Per ton mile, even after adjusting for average 


Length ofshowl -— that seta tulad y. compensated figure, 


Canaede is still lower, 


Than any modern nation? 

Yes, 

You have made 3 Study and found thet out? 
Yes. 


Now I turn to page 17796. 


(Page 18012 follows) 
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Starting at the top of the page, I read:- 
"The demand for transport on goods of 

high value is likely to be such that no rate 

increase which has been Suggested would be 

likely to change the volume of movements , 

because of the relatively small proportion 

of the selling price of those goods that is 

represented by cost of transport. The demand 

for transport for low value goods is such that 

any increase in the cost of transport then may 

easily reduce the movement to a mere trickle 

because of the relatively large proportion 

of the selling price of these goods that is 

represented by cost of transport." 

I just wanted to be clear on that. 

A. Might I make a suggestion? 

Q.. Yes. 

A. This is, I think, as I remember stating it - it would 
have been better had I stated on the fifth line from the 
bottom: - 

"The demand for transport of low value 

goods is such that any major increase in the 

qoetcofjtranspont i. 44! 

I would just put in that one word "major". 

Q@. Yes. Now then, you seem to recognize there that 
any major increase in the cost of transport may easily 
reduce the movement of low valued goods to but a mere trickle. 

A» It is possible. You will have to know that, when 
making a study of commodity by commodity. 


Oni), Yesu 
A. But I think that all such things as sand and gravel, 
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where you are continually competing against a peat ae 
local self-sufficiency, and that on low rates you may be 
able to : set up one big pit and make substantial economies 
in it and pay whatever charge is levied. 

Q. Yes. 

A. Whereas, if you have a high rate, you might just 
Wipe that pit out altogether. 

Q. At page 17797, you are referring to the cost of 
the stove manufacturer from Sackville, and you said: - 

"If they were charged the full average 

cost on incoming and outgoing freight, they 

would probably lose a larg part of their 

present market." 

Now, I just wondered what you meant by the full 
average cost of ingoing and outgoing freight. Do you mean 
that if they did not have the cost of service? 

A. We are discussing here the cost of service 
principle as enunciated by British Columbia? 

2, Theat teeright. 

A. And what I said was that the inbound rate on the 
iron from the Sault, and the outbound rates on the stoves 
were both of them tempering the wind with the shorn lamb; 
and if you put the full average cost upon them, you might 
make stoves some piace else besides Sackville, New Brunswick. 

Q. You say they would probably lose a large part 
of their present market? 

Ae. Yew. 

Q. That would indicate, it would seem to me, that 
you must feel that the rates charged on inbound, on raw 
material, and on outbound finished products are a long way 


from the true cost of service? 
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From the full cost; I believe so, yes. 


You believe so? 


Yes. 


Have you any idea how far away they are? 


ee SEES ee eS ie 


- No. I looked at the rates as they are produced 
here. 

Q. How did you test them? That is what I would like 
to find out. 

As eit you are going to make a full test = <+ 

Q. Did you test them? Did you test these rates? 

A. I checked the rate per ton mile as it came through 
on the floor here. 

Q@. You checked the rate per ton mile as it came through 
on the floor here on the inbound and the outbound in this 
case? 

Pe Lee: , 

Q. What yardstick did you use? 

A. Well, having the average rate per ton mile of all 
traffic, and recognizing that that rate was - that that 
average was depressed as against any normal conditions, I 
said this was a remarkably favourable rate compared with 
other rates. 

Q. In other words, you found the rate on the inbound 
material to the plant at Sackville, was, as you put it, 

a favourable rate? 

Bie LC8. 

Q. And that its yield per ton - - 

A. Per ton mile, I think is a shade better. 

Q. That its yield per ton mile was lower than the 
average? 

Bs. XOS . 

Q@. And that the outbound rate you found the same? 


' . 


ee 


paw or ko a ‘960 fiat eat nt . vt 


? , ‘ 
sf 


CONF YAW Ue 


“ 


ete : Vag? Pt AA, St ae i > sa i 


eeu het iy YO e 


+s 
Rs? 


S68 ‘eye s 


. 


fad wey 


; 
ae aT 
t rs . act - > - . “ 5 + 
a / ake” a ee gl i anes & Sige Re LS Ov ak ‘ A 7 
Hy . fy oy ib ee ae oe eee a ay 
VERT RE Shah tae phy Sees gaat GoOy Did 1p 
=) | Vi, : 
‘ " ‘ “ fey on cid j Hi 
frepineyete yetery Bye Gees faba a =H no aul HSN OSES rg aa = , 
v4 
: ,ored voetlt sas ag 
a ’ _ 4 8 
paar ie Si _ it SO, Dee Ds a Re oy .Q 
' 
’ Th ewe ee “Tn f te) Jo Soret a Re ? 
Beas Ay SaveccHo GA DRA Davedal eft 9g anes NOekT sag Ae 
4 Tee) 
ae, Oe eee 
et? " : 
| eed eh 
' 
: Pale 5 
‘YOO gay nel HALIENIBY Tans «Gf h 
2 “ a 7 A; 
+ + fran © > Le ; i, 
2 ae at ae Bee) A AGQVE ASG 4 be OW! 6 WA f 
“a ~— 7 
mb ss. veal id nt vue f & or e ane 7 7." 7 het ‘ 7 a 
yes Vie - Bae Gye Fane & ace Roly ee FQOOSH Pas : aLTS Bag 
. . 3 ‘ ‘ » 
{ xe ¢* : Pysee al “ge ep f D chee ae & Py or ps ayy vt “oc % ji je 
BEE ee ROL) 4, Roe gene & es Freee ee heN | Le o BBS ge } a5 ae ae TOV S : ay 
oot tet- e hs m , Ue sane Sor a ie » + oO ee , 
roe Si Meee 'OL SLGSUPavel Yideviamet £. sw ated Hise } 
ee: ae 
BST BE LEAT SG ' 


va Ae : : € EA BG: Fey ogee pee Sb . 
ees ARE » Oo Sans S$ AE HOY 
Piss 3 & ii Ei ee i ue ie or =. £ ® Gh rates =“ oa 
pee 288. PGW Bhs (BEY 1. SEL SVN eae 
: - : : 


& oy nf TS? ee | ak 
hatod HEE, i St wis 


Wt ee Mas 
' 


ene ae pave 0% wae 


{ j eel car : ne : 
er, fie " ie? A are hae 


Ba shin GO i way pray ei, eer: 


,2itow Seago At 


ao) . 


Sesen oldetuaval eo 
ii A ; ; ; 
24 ae ~~eay hn eh i > 


ne r ee 


A athe ae. GST ah 


- 18015 - Prof. McDougall 


A. On your inbound commodities you can load heavily. 

Q. Yes. 

A. And therefore your ton mile is a good indication. 
But when you come to take outbound traffic, you must use 
at least a combination of the carmile earnings and the 
goaded miles. 

Q. You applied both of those tests to the outbound 
from Sackville? 

Wats ot ae 

Q. Did you test them for any distance? 

A. To the west particularly. 

Q. And you found that in both of those cases they 
were below the average? 

A. What I did was to take, as nearly as I could, 
the weighted results, because if you are going to come to 
a pure cost of service basis, you are not going to make 4a 
test only under the value of service principle; but you will 
take varying rates as between commodities. 

Q. Did you test them separately, and then together? 
A. I tested them together. 
Q. But not separately? 
A. You have no test until you put them together. 
Q. But did you test them separately? 
A. Yes. 
Q. And did you test them together? 
A. It was only when they were together that you had 
a proper test. 

Q. Did you test them together? 

A. Yes. 

Q. Very well. And you say that as a result of 


testing them together, the combined result was considerably 


below the average? 
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Bs Bese 

@. That is, when you say "below the average" you are 
referring then to what? 

A. Below the average normal return on that volume 
on, trait lic: 

Q. And it is on the basis of a conclusion of that 
kind that you say that they are not bearing their full 
average cost; and that if they were, they would probably 
lose a large part of their present market? 

A. Yes. Now, I cannot forecast what would happen 
were Mr. Brown's rates put into effect. 

You might have results with other costs such as wages. 
You might have many things. But if those other things 
remained relatively constant, then the market would shrink. 

Q. And at page 17800 where you are still dealing 
with the same subject of cost of Service, you suggest that 
any major alteration in it would involve a very major 
reorientation of the economy. You say:- 

"The whole economy has been built up on 

a rate system based on the value of service 

principle, and I would expect that any major 

alteration in it would involve a very major 
reorientation of the economy". 

A. YY¥es, 

Q. Now, I would gather this; that what you in effect 
Say: that there would beas much difference in the rates, 
if they were on a cost of service basis than the rates 
which would exist if they were on a value of service 
basis? 


te sitiean 
Q. And that the rates would be very different? 
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A. I believe so, 

Q. That is what you mean, and that would mean a major 
reorientation of the economy? 

A. Yes, too big for anybody safely to forecast, All 
you know is that it would be big. 

Q@. I wonder how you arrived at that conclusion without 
having any idea as to what rates would be involved if they 
were put on a cost of service basis? 

A. I must say that I thought first of the grain rates, 

Q@. Yes, 

A. And it seemed to me that there would be a very 
Sreat change if you put them on a full average of all-in 
cost of service, 

Q. Yes, 

A. And I thought also of the rates on other heavy 
commodities, without holding myself out as an expert in 
freight rates. I think it is a reasonable statement. 

Q. So that is the Way you arrive at the conclusion. 
You believe that if you should put sand, for instance, on 
a cost of service basis, there would be so much difference 
in the rate that it would not move? 


A. It certainly would not move in its present volume, 


Q That is your view? 

Avs e¥es., 

Q. But you have not made any study to bear that out? 

A. Oh, no. I would want two years if I were asked 
BO G0 att. 


Q. You would be Surprised, though. I think you 
reject the cost of service principle entirely, and you 
would be surprised if you found that, generally speaking, 
the value of service coincided remarkably with the cost of 


service, 
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THE CHAIRMAN: Found out what? 
MR. COVERT: Q. If you found that, generally 


Speaking, the value of Service coincided remarkably with 
the rates under cost of service, 
A. Oh, that seems to me more than any statistics I 


have ever seen would bear out, and I have given a lot of 


time to analyzing statistics of railway operations. There I 
can claim to be an expert. 

Q. You can claim to be an expert? 

A. Yes, 

Q. Those statistics which you have seen, you say that 
they would indicate that there would be a vast difference, 
Professor McDougall between the rates under cost of service 


and value of service? 


we VOWell], Lif hou rare going to have a cost of service 
basis, purely - - 
Q@. You could not answer my question in any other way? 
A. Not and be sensible, no. 
Q. Very well, let us try it again. Would the reporter 
please read the last question? 
THE REPORTER: - 
"MR. COVERT: Q. Those statistics which 
you have seen, you say that they would indicate 
that there would be a vast difference, Professor 
McDougall, between the rates under cost of 
service and value of service?" 
A. “Yess 
Q. I see. 
A. Might I explain? 
Q. If we could only start out with a yes, no, ora 


maybe, or perhaps with a "I can't answer it"; however, 
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Let us £O on. 

A. If you have a cost of service basis, you have, 
in a sense, one rate. 

Q. For what? 

A. For anything. You have a terminal cost, and then 
you have a cost per mile thereafter, regardless of the 
oroduct., 

THE CHAIRMAN: Regardless of what? 

A. Regardless of the product. 

MR. COVERT: Q. Is that your understanding of 
the British Columbia cost of service principle? 

A. Yes. This is an adjusted figure of cost, they 
admit, to compensate for differences in car loadings. But 
the difference is in actual outlay of money to provide 
the service. It has nothing whatever to do with the relative 
demand for the product, or its value, or anything else. 

I think I am being fair in this. They say there might 
be a spread as high as eight or ten to one between the rates 
on things which loaded in one fashion as against the rates 
on things loaded in another. 

But where you have the cost of service basis, you are 
loading on each product, regardless of its value, the full 
ali=in. cost. 

Q. By "all-in", you mean all-inclusive? 

A. ‘By all-in I mean all-inclusive, such as depreciation, 
return on capital, income tax, and everything; whereas, 
under value of service, you are looking to see what will 
move and how it will move; and I believe there would be a 
very big difference between the one and the other, yes. 

THE CHAIRMAN: We shall now take a recess. 
.-.«. SHORT RECESS 


(Page 18025 follows) 
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--- On resuming: 


MR. COVERT: Would you turn to page 17841 
of the transcript of evidence, Professor McDougall? 
A. ¥es, Sir. 
| Q. Now, when you say at the bottom of the page 


there: 


"I would think that at today's costs a 


railway property equal in capacity to that 
which the Canadian Pacific has built up would 
result in a rate base which is .much higher 
than is represented by the depreciated book 


value of the existing property." 


You probably have not really made a study of 
that, perhaps you have not checked, for instance, the 
historical cost and the depreciation making up what they 
Suggest might be a fair rate basis. 

A. This is a statement which is based upon the 


i movement of prices since Canadian Pacific began, and 


obviously I am not an engineer, -- 
| Q. And you are assuming their figures are correct? 
| A. I am trying to compensate also for those changes 


which come in relative technical efficiency, that, ia, 
even though some grading had a high initial cost the 
increase in the value of grading on a reproduction basis 
might be less now than it was then, or perhaps I should 
change that, it would not have increased proportionately 
with the price level because there had been special 
improvements in moving earth. I think also of some 
kinds of property which might not now be replaced in 
kind but would be replaced differently. I am trying to 

. make all those corrections, rough, it is true, 

but still to make them, and I still come up with that 


statement. 
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Q. Would you turn to page 17847 of the transcript 
where you say at the bottom of the page: 

"that. the railways no longer have a monopoly 
of land transportation. Therefore there is no 
longer any problem of a potentially excessive 
general level of rates." 

Now, have you made any Studies at all as to 

what portion of the traffic the railways still have a 
monopoly on, or, upon which they still have a monopoly? 

A. Well, you have a varying situation. 

Q. You run from those things which they have lost 
through to those which are Still rail bound. 

A. Obviously it is not as to any particular 
commodity, it is at least as to the product of commodity 
and distance of movement. 

Q. Would you think uhey still thad ‘a monopoly on 
a large volume of the traffic? 

A. Yes, I would think so, Just because their costs 
are sO LOW, bUt a diminishing proportion of the total. 

Q. You feel that it is a diminishing proportion 
of the total? 

Ay ves’. 

Q. Now, there was one statement I thought perhaps 
you might want to give some more consideration to, it 
appears on page 17856 of the transcript of evidence and 
again on 17857, where you were discussing the over- 
investment in cars and you intimated that in that case 
the regulatory body would Say that the rate base was too 
high and that these cars should be excluded. 

A. Excluded from the rate base, yes. 

Q. Do you think that that should be a factor which 


the Board should take into consideration? 
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A. Well, it would have to be a gross over- 


investment, that is, T would not think it proper to 


exclude it if it was merely a cyclical drop. I am trying 
to exclude cyclical influences in that answer. 

Q. It would be putting the regulatory body in 
almost a managerial Capacity? 


A. No, not quite. It would have to make an estimate 
and prove it that this Was an over-investment which a 


| prudent management would not have made. 


a Well now, Professor McDougall, on page 17858 
of the transcript, you were asked by Dr. Angus: 
| "Q. Do I gather that the regulatory board 
would not step in except in two situations -- one, 
if the net earnings of the whole System were above 
what was permissible. . ." 

THE CHAIRMAN: Did you say 'permissible'? 


MR. COVERT: Yes, 'permissible'. 


" and, two, if an individual rate were 


discriminatory?" 


And then your answer to that was 'yes!', And 

then you were asked: 

"Q. And it is under those conditions that 
you want the Crow's Nest rates put at the disposal 
of the Board?" 

And your answer was again 'Yes'9 
A. Yes. 
Q. I just wanted to know if you want to add anything 
further to that. 
THE CHAIRMAN: Is there anything more said about 
the meaning of the word ‘permissible '!? 
MR. COVERT: Possibly the professor might want 
t to define it. T gather that as long as the net earnings 


for the whole System were not in excess of what they were 
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permitted to earn by the calculation of the rate based 


on the rate of return, -- 


THE CHAIRMAN: Who would determine that? 
A. Would that not be the determination of the Board? 
The Crow's Nest pass rates of course would be dirgotly 
comparable with those of other products of similar rough 


value and movement, that is, rateS on grain should not 


be discriminatory against grain. 

THE CHAIRMAN: Rates on grain should not be 
discriminatory, -- 

ay Rates on grain should not be discriminatory 
against grain by comparison with equivalent products 
moving equivalent distances. 

THE CHAIRMAN: QQ. What do you mean by 
‘equivalent products'9 

A. I am hard put to find any particular example. 
What I mean is a product of nearly the same value and 
having the same loading characteristics. 

MR. COVERT: Q. I Suggest, Professor McDougall, 
that perhaps the Board would be hard put to find something 
Similar? 

A. Well, they might have difficulty, but surely 
every case of classification involves just that kind of 
consideration. 

THE CHAIRMAN: Isn't that a new kind of 
discrimination that you are creating there? 

As I don't think so, sir. 

Q. So far, we have had discrimination between 
Shippers and localities. 

A. This is a discrimination between products. 


Q. I say it is a new kind of discrimination? 


P ow 


pik 


La 


pedtoit Aone 


v a ous 5, + : = - - 
; 1% ; t 
2 pas 2. 
a ri “ 2 
th hbeead eysax sid BO) mae te Weed a <d ASS, ot ned mrieq we 
be ; t, 
fi ; eS Sy A "Why 
a é weft to ober ond iO, 
; by 
+ me > 
‘= i 
¥ ‘ a or ij k 1, 4 Hes er yew ae] mM i 
} Stand onimeteb binnw -OnW + VAasALAnS SHY x 
/ a 7 
i. < as (ve bf 
i ‘ ai ag ony > oped 
| thersos ent Io Anoigen.ey Hob oot oad god gan bivow 2A 
: a8 elliott " é : 
ie e* ’ arise * Z " oe ty a) sg y= wt yee) word : 
vitoetib ed Ritow Sagres, ie 4 fay SESaq JasK wor) ect 
, a 
favoxy awelimta Te hou boreg “erro \ sao? CIiw Cdarraqmoo 
Le x itera Psi af = , 
f . rs yr 4 , ie f ay ror - F ad 2 . 
ton Bbigone rbeee h pegey , et fons .eHStSvoOm AHF wiev 
; : 
ms Smee =A ary | be vi te) N ole "oe f b sd 
] w ; 7 ‘ a 
5 
i! 2 fAneerT ATA Warr 
Sq “FO! Loge Alera To BRTEN. LAA GAY Sie 
: igor ryt tmProeie 7 
( =~ 2 4, aly & a ce» be 
pe P saurn ae — - ated A 
iad ? Er om! ft av rey a ‘i ay ae mi ipe) fa 2 Tm +f} 6) aes T it tA 
per ie " . 
ae a 2 ot ToLey iis © Ww Os cc THNlSR8 - 
. 8907 & gnes » BOLVOR 
; . 
, yy be n Aut we ARE foreve 
0  PTRGM REO -ARe anh o> (AMATIARD GAT ) 
Clatsuboraq gasleyiups: 
Gi “¢ ef u a I as G :'d: : .. it Oo Th “ e ee fi ‘ E ia : 
- t : ; i *. wll wt c oy a at me eet Be | pe eo ee uP 
Dy WLeyY @HEB Oy a" = foopOtTd & Gi “IER. 2 vate 
P . 
f eo om £ , a & a on 
roiieivetcerero antheol ome ony yen 
a ehery i 
Pi bavotoM " i L iTRAVOM af ; 
“ 4 v = 4 x a. ? - = » ee rf pal ~ 2 o rt + ) 
‘i ji¢aroe Soft o¢ tea Dee Bo Divow OISOM ene SGSMieg vay 
es LA: BA. AD ; 
> “a 
{ - P J UTS 5 a 
‘ hut ta a Te nf A: 
Yiewie JG werhue th ever ipnftetem vores  fiew ~& 
by ; 
; ‘ : ; - 4 ey oye, & be atiaheal % ae ea fF gj 
7) i G gy 7 hE uv Fas al t ¥ Bi Ss Aj i. &: | ) j ie & f t g < Re i iz Gi € BG: us ~ Vv 
ies motverabierce 
, > 
4 
; . ia re AAMATAND ANT 
i *6 Bbo2d- wes 6 tons g' anal z7Vaan "ABD ert sk 
‘ pe 4 ‘ Wt ; ay stiente ~oalt 
: «ek at wa ee os a z : te 
en ace a List BS rien Saw re IS. Ly ik ca o#TO 2% deeb ik ae Oe 
»® 
‘y ‘ : 
tracers : ; b ya, P : 
Ble" ete. ,O8 MYT 7* MOb, 7 eee 
? ¥ y : * 7 ¢ al 
aqveweud Hobinnimitoeth ped evad ow (asd of .& 


_atorossea aeons ve 


ear, tien lat1oeib 


re 


* 


iLsoot Dre ac oqgt fe 
+A 


née 


p 


h 
oy 


& 


eS 


oe 


th a eh aint 
at serar 


ih a 


SariatysS 


Pe ce, 


rad 


Ss Heniet won 


eeu 


oth ts Pin y al Ai 


FSL 


-18029- Prof. McDougall 


A. It may be new here, I do not think it is new 
in discussion of the topic. 

Q. Are you just coming back to a basis of some 
comparison to fix just and reasonable rates by saying: 
"Well, another product in another Partrof the country 
gets another rate which is lower than mine, therefore, 
mine is not just and reasonable." Is that what you mean? 

A. Yes, something of that kind. 

Q. You are not much further ahead than we are today, 
then, at the present time? 

A. Well, if your grain rates are as far out of line 
with other products. 

Q. You are talking of the rates on grain and flour, 
the Crow's Nest Pass rates? 

A. Yes. 

Q. And you would suggest that those Shippers be 
left in this position, that they have no complaint unless 
they can show that some other shippers in some place else 
in Canada on similar goods are receiving a lower rate? 

A. If that happened, then they would have a claim 
of discrimination. 

Q. You have thought this out, of course, but you 
are not able to tell us yet what similar goods would be, 
that is, what basis of comparis&n they could make. How 
would they voice their complaint? 

De If it were Mr. Jefferson who was here, I am 

Sure he could answer at once. It is Simply a lack of 
detailed knowledge that prevents me from answering. 

Q. Well, it is much more than detail because you 
Propound a doctrine there, you say that is what ought to 
be. Well, then we must see what the consequences are. 

MR. EVANS: I just want to suggest that grain 


is classified, its classification is eighth class. 
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THE CHAIRMAN: Q. What other commodities are 


in that class? 

MR. EVANS: There are other commodities, but 
the whole method followed in classifying different products 
is based on the analogy rule. My friend, Mr. Sinclair, 
tells me that potatoes are also eighth class and rough 
vegetables are eighth class. The analogy rule would be 
called into play. 

THE CHAIRMAN: You might say that the grain 
Shipper might complain that the potato shippers are getting 
a more favourable rate in eastern Canada than he is 
getting? 

MR. EVANS: He might Say that or he might 
see that the true analogy lay elsewhere. 

THE CHAIRMAN: TI know, but you are giving me the 
classes, the possible solution. Do you think that would 
be a reasonable way to leave the Act? 

MR. EVANS: I was going, at the conclusion of Mr. 
Covert's examination perhaps to give your lordship 
Something further than I gave you this morning. While I 
am on my feet may I say this, that we do not ask for any 
change in the Act other than that set forth in the brief; 
in particular, we do not ask that the suggestion this 
morning, that the only regulation to be left in the Act 
Should relate to the two things of which Mr. McDougall 
Speaks. Now, that is not to say that I do not feel they 
can be defended, I do, I simply say we do not ask that that 
be done. 

There is a good deal to be said for relaxation, 
and the Commission will recall that our brief argues 
that, if there is to be a change, a substantial change, 


in the scheme of regulation, it ought to be in the direction 
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of relaxation rather than in the direction of greater 
or more rigid regulation. 

THE CHAIRMAN: It may be that in view of the 
product that Mr. McDougall has chosen as an example we 
are getting too close to the Crow's Nest Pass arrangement, 
which is to come on later. 

MR. EVANS: Yes. I wonder if it was chosen 
by him or by Dr. Angus. 

MR. COVERT: Dr. Angus. 

COMMISSIONER ANGUS: I wonder if we are not 
talking a little at crosS-purposes. I understood you to 
say that there was so much competition today that the 
Board could limit its control to two things, one, that 
the aggregate net revenue of the railways should not be 
too high and, two, that rates should not be discriminatory 
between themselves. 

Big tes. 

Q. In fact, I understood you therefore to suggest 
that you would be getting rid of individual rate controls 
and also of classifications, that is to Say, that there 
would not be compartmentalized control of particular rates 
in addition to this control of the aggregate. 

A. I had not thought of abolishing the classifi- 
cations at all. 


Q But the language you used seemed to Suggest 


doing it. You were limiting control so narrowly that 
you seemed to me to have swept out the classifications 
with the other controls. 

A. I just do not see how you can have a value 
of service rate structure without classification. 


Q. Well, you would have classifications that 


were purely at the option of the railways, that is to 
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Say that they could ee according to their ideas of 
value of service, or you could have classification control 
by the Board. Now, it is the control by the Board. not 
control of the classifications, that I thought you were 
wishing away. 

Ae I was not intending that, sir, no. Classifications 
presently are worked out by the conference method between 
railways and shippers and are brought to the Board sub- 
Stantially as an agreed solution. I think that is valuable 
enough to retain. I had not thought at all of washing 
them out. 

COMMISSIONER INNIS: In your reference to the 
values of commodities it seems to me you are getting close 
to Mr. Frawley, that is, discrimination as between commodities 
you are complaining about, 
is what/Mr. Frawley,in connection with the livestock in- 


dustry. 


MR. FRAWLEY: Yes, the lack of proper relationship 
between those two rates. 

MR. EVANS: Oh, yes, Mr. Frawley goes much further 
than that. He says 'I fix the relationship on the input- 
output ratio without regard either to cost of service or 
value of service.'! 

COMMISSIONER INNIS: I was wondering whether Mr. 
McDougall would include this. 

THE WITNESS: No, I am letting the value of 
Service principle ride without Mr. Frawley's limits on it. 

COMMISSIONER INNIS: You would not go any further 
in defining or interpreting it? 

THE WITNESS: No. 

MR. COVERT: Now, just three other little points 
in the evidence, -- one on page 17873 of the transcript 


at the top of the page. You say there: 
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"There is competition between the two railways. 

I know, from talking to small Shippers, that 

this gives them a leverage which no regulatory 

body could give." 

You feel, Professor McDougall, that there is 
really competition between the two railways, the Canadian 
National and the Canadian Pacific? 

A. On, ves. 

Q. Could you give us some examples of that? 
| A. Well, it is from talking to different people 
some in Kingston, some elsewhere, who have used the 

Shipping of their traffic to get what they thought they 
ought to have in service. 
Q. It is a service competition? 
Ue Oh, yes. 
| Q. That is the kind of competition to which you are 
| referring? 

A. That is the kind of competition that I have 
most seen, and had related to me by shippers. 

Q. That is the kind of competition you refer to, 
Service competition? 

A. Yes. 

Q. Is that the only competition to which you refer 
there? 

Le Well, I know from reading though I have not met 
it in my own experience that very frequently the railways 
differ between themselves inside the conference as to 
what they shall do about rates;they do in fact each 
maintain the liberty of independent action and that some 
cases do occur from time to time where one railway will 
Say ‘Well, this is sufficiently in my interest that this 


is what the rate is going to be.' And therefore, I think 
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that having two people to play one against the other 
does have its effect on rates as well as upon service. 
But as I say I have not managed to find one case and 
have it related to me by the man who is actually in the 


middle. 


Q. But in that case you do not suggest they come 


out with different rates? 


Fig OFF “Tio: 

COMMISSIONER INNIS: Would you object to the 
word 'duopoly' to describe the railway situation? 

A. No. 

MR. FRAWLEY: That situation is limited to a 
competitive point, again, not where you ae on one line 
of railway like Lethbridge. 

A. Except as you have market competition. 

THE CHAIRMAN: Market competition between 
Shippers or between railways? 

a Well, if a shipper who is located on the 
Canadian Pacific line at Lethbridge,as Mr. Frawley says, 
and there is another shipper on the Canadian National line, 
and they are trying to sell in a common market -- 

THE CHAIRMAN: Both railways going to the same 


market? 
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A. Yes. Then the railways themselves ere in there, 
whether they like it op not, and they sre going to try to 
See that conditions exist So that the producer on their 
line whose revenues they get will have @ good bresk in that 


market, 


Q. Do you mean a lower rate than the other railway 
offers him? 

A. Well, they may not be able to get 5 lower rate, 
but they will set least see that he is not unduly prejudiced, 
and they must see to it for their own private interest, 

Q. Then they both must Seeoto It? 

A. Yes. 

Q. That is a happy wey for the shipper to be, isn't ace 

Ae WOng Quite, 

MR COVERT: Q. Now, Professor McDougall, at the 
top of page 17875 Commissioner Angus put to you: 

"The more strictly regulated a private interest 

is the more advantages there would be?" 
And you answered: 

"I would think so, yes." 

COMMISSIONER ANGUS: There seems to have been a 
mistranscription for "fewer" the second time it is used. 

THE WITNESS: "The more strictly regulated a 

private interest is the fewer adventages there would be?" 

MR COVERT: Yes, I thought that should be corrected. 

COMMISSIONER ANGUS: I put in 9 correction at the 
office. 

MR COVERT: Q. At the very bottom of the page -- 
end this is the last matter I want to deal with with you, 
Professor McDougall -- you say: 

"Comprehensive regulation was one thing when 


railweys had a monopoly of lend transport; it loses 
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much of its justification when railways sre exposed to 
competition on ell their high-grade traffic," 
I just wented to fing out if you ore of the view that they 


ore exposed to competition on all of their high-grede traffic? 


A, "All generalizations ere false, including this one." 


There must be some high-grade traffic on which they sre not, 
butte 4s narrowing a11 the time. 
Q. Do you think it is very little? 
A. No, 
Qa °> Thee ias 8ll, thank you. 
THE WITNESS: 4Thenk you, Mr. Chairmen. 
| THE CHAIRMAN: Thoenk you, Mr. McDougall, 
Are you through, Mr. Evans? 


MR EVANS: I have no re-examination, my lord. 


THE CHAIRMAN: Thank you, Mr. McDougall, 


Who is the next witness? 


MR SINCLAIR: Mr, P, C. Armstrong, my lord. 
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P. C. ARMSTRONG, Collea., 


EXAMINED BY MR SINCLAIR: 

Q. What is your Occupation, Mr, Armstrong? 

A. I am Economic Consultent of the Canadian Pacific 
Railway. 

Q- Would you describe briefly and outline your per- 
Sonal history and experience? 

*“e I was born and educated in the Island of Barbados , 
I came to the United States in 1901, where I became a con- 
Struction engineer, TI moved to Canada in 1906 and con- 
tinued as an engineer in charge of various construction 
projects, in various parts of the United States and Canada, 
until 1913. I was works manager of the crane plant of the 
Dominion Bridge Company during the first World War, engaged 
in munitions production. In 1918, for reasons of health, f 
retired to a form in the eastern townships of Quebec. 

interested 

Becoming in the economic problems of agriculture, 
I may say because of very sad experiences in playing with 
the economics of agriculture personally, and as the result 
of long interest in economics in general, I devoted the 
next few years to intensive study in various fields of 
economics, In 1925 sand 1926 I wes Economic Adviser to the 
National Dairy Council of Canada. In 1926 I entered the 
Service of the Canadian Pacific Railway as a part-time 
agricultural specialist. In 1928, 1929 ana 1930 I gave 
almost all my attention to the Study of the economics of 
production and distribution of wheat, visiting Grest Britsin 
and western Europe on several occasions and spending a great 
deal of my time in Western Canada. In 1930 I entered the 
full-time service of the Canadian Pecific Roilway, with the 
title of Special Representative, and in due course became an 
economic adviser to the President. A few years ago I was 


appointed Economic Consultant. 
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Q. So would it be correct to Say that your particuler 
economic interest for many yeers was agricultural economics? 


A. And especially the trensportation and marketing, of 


wheat. 

Q. And your interest in that hes continued, and your 
study? 

A. Very much so, 

Q. Have you written on the Subject of economics? 

A. In 1929, in collaboration with Professor W. W. 
Swanson, then of the University of Saskatchewan, I published 
@ book called "Wheat", dealing with the economics of wheat 
production and distribution. In 1934, in collaboration 
with Mr. F. E. M. Robinson--- 

@. Who was he? 

A. Mr. Robinson is 2 Master of Arts, Trinity Colleges 
Cambridge, and he is also the best amateur veterinary surgeon 
in Canada, end one of the largest ranchers in Alberta. 

Q. And in collaboration with Mr. Robinson--- 

A. I published a book called "City and Country", desl- 
ing with egricultursl economics in general. 

THE CHAIRMAN: Q. What is the name of the book? 

A. "City and Country." It is 9 book intended to point 
out that there has been too much neglect of the interest of 
the farmer in our modern civilization, with very. sad resulta, 
Last year I published a book called "Two and Two", dealing 
with various current economic theories -- the only book on 
economics illustrated with comic cuts. I have also pub- 
lished many articles on various economic subjects, and 
especially on transportation. 

MR SINCLAIR: Q. Now, what is the nature of your 
present duties, Mr. Armstrong? 


A. I am engaged in constant study of current economic 
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problems: of many types. The Canadian Pacific sent engineers 
in, placing at my disposal an office and 2. Small -staif = 
@ couple of Stenographers, to be precise -- and giving me 
the facilities with which to carry on economic research, 
end I have a large acquaintance among the economists of 
this end other countries ond carry on 2 great deal of 
correspondence and discussion with them, and I try to keep 
myself informed about economic developments in general, 
questions of foreign exchange, anything of the kind -- 
whetever is the current economic problem of the time -- 
end the company apparently is quite Willing to have me go 
on acting as this sort of Student, rather advanced in 
years, on condition that my services are avai) mMe*£ to the 
officers of the Canadian Pacific at’ all times as economic 
consultant. 

Q. Now, Mr, Armstrong, you have come to give evidence 
before this Commission, with particular relation to the 
matter of grain. If as 9 result Ofab>lishing, the 
Statutory fixing of rates on grain in Western Canada and 
placing such rates under the jurisdiction of the Board of 
Transport Commissioners these rates should be increased, 
who in your opinion would bear such incresse? 

A. It is never possible to ssy with complete cer- 
tainty and exactitude who bears any special item in the 
total cost of any part of the production and distribution 
of any goods. In the end sll the cost of wheat is borne by 
the ultimate consumer. 

Q. And when you say all the cost, you underline the 
al? 

Aw, ALI, 

@. You emphasize the "311"? 

All -- every item that goes into the cost, because 


he is the individual who buys and eats bread, and when he 
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bought the loaf of bread he paid all the cost that had gone 
into the production of it, the production and distribution 
or 10, 

THE CHAIRMAN: Q. Does that follow the wheat 
up to the foreign consumer of bread? 

Ae It does indeed, sir, The price to the consumer is 
set by a complex of forces, 

MR SINCLAIR: Q. A complex of forces -- would you 
explain, please? 

Be Well, 10-1s set by the relationship between demand 
and supply -- I hesitate to Say so -- by the comparative 
elasticity of the demand, and by even such questions as 
psychology; mass psychology will affect it. We have the 
good or bad state of international exchange of currencies. 
All these factors enter into the setting or the establishing 
of the price for a commodity. 

Q. And when you refer to 8 complex of forces, you are 
taking into account these various factors that you have 
mentioned and others, Ipresume? 

Ae Yes. In the case of 3 commodity produced and con- 
Sumed on a large scale in many parts of the world -- because, 
after all, something close to 1,800 million people at least 
eat wheat to some extent, most of them--- 

THE CHAIRMAN: Q. You mean billion, don't you? 

Aa 800 milivon, 

Q. I beg your pardon, 

A. Yes, 1,800 million eat wheat to some extent, most 
of them as their staple food es a matter of fact, and in 
addition to that wheat is produced in dozens of countries 
by hundreds of millions of farmers. So the process of es- 
tablishing the price of wheat is so complex that it is quite 
impossible to say with sbsolute precision who benefits from 


some increase or reduction of some Specisl item in the total 
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cost in every Specific case, 

MR SINCLAIR: Q. Now, if there is difficulty in 
saying with exactitude or precision who bears the cost in 
any or every specific case, is there eny general principle 
to guide us in this problem? 

A. Yes. Broadly Speaking, when the buyer has a 
definite edvantage in the market he can take advantage of 
any reduction in costs. When the seller is in the saddle 
he can retain any Savings in cost of production. The extent 
to which either uses his advantage will depend on how well 
informed and skilful a trader is. 

Q. How would this apply on the export trade in wheat ? 
How would that principle apply? 

A. With special force, because this trade is carried 
on between large buyers and sellers with great experience 
end much trading skill. Theat was always the case with wheat, 
end is more than ever the case in these days of bulk trading 
between nations. In such a case the principle will apply 
with considerable force almost completely. It will almost 
completely be the case that in a buyer's market the buyer 
will collect any savings that are made, and in the seller's 
market the seller may be able to retain it, and may desire 
or not to retain it, 

Q. Now, with a very Simple illustration would you apply | 
that principle? 

A. Yes. Take the case of the Widow Jones, Now, I 
do not want anyone to think that this is an apocryphal 
case, though the lady's name wes not Jones and she was not 
@ widow, but this is a case to which I can testify from per- 
Sonal knowledge. This lady keeps a few hens and she sells 
eggs to the village storekeeper, and he is 9 hard-hearted 
buyer and the only buyer--- 

THE CHAIRMAN: Q. Could you tell us where this 
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lady is? 

A. I am sorry--- 

MR SINCLAIR: On 9a farm in Saskatchewan, 

THE WITNESS: I am Sorry, sir, bupliie te not in 
the Province of Saskatchewan or in Alberta. 

COMMISSIONER INNIS: Q. In Manitoba? 

A. I refuse, sir.-- I am sorry; I do not want to be 
in contempt of court, but I must not give away any further 
secrets, 

THE CHAIRMAN: Q. Is she in Canada? 

A. She is definitely in Canada, 

MR FRAWLEY: But the herd-heartead buyer lives on 
St.James Street, I suppose. 

THE WITNESS: No, he is the Village storekeeper 
in the next village there, and no more hard-hearted than 
the merchants in the big cities, and he is the only buyer 
available to her. There is a perfect buyer's market; she 
has to take her eggs to this man. 

THE CHAIRMAN: Q. Where is the buyer? 

A. In the neighbouring village. 

MR SINCLAIR: This is an illustration that he is 
using of a village storekeeper who buys eggs. 

THE WITNESS: Now, she lives too far from the 
village to carry the eggs in herself, and her neighbour 
Smith charges her 3 cent a dozen for carrying them in, 
Now, this actually happened. The storekeeper managed to 
beat her down we will say to twenty cents per dozen. That 
was the bottom of the market. At any lower price she 
Simply would not engage in egg production, end she told the 
storekeeper that -- "I will go no further down," 

COMMISSIONER INNIS: Q. When was this, Mr. Arm- 
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A. That egain is a perfectly genuine case that 
happened a couple of years 860, a few years jago as a 
matter of fact, in more depressed conditions than exist 
Just now. Now, in order to help her, her neighbour Smith, 
the farmer, who takes her eggs in, told her that he would 
carry the eggs in for nothing. That was to help this poor 
distressed widow, Now, the Storekeeper knows that the 
Widow Jones will sell the eggs for nineteen cents per 


dozen, because that is whet she was getting, nineteen cents 


8 dozen -- twenty cents sat the Store, less the one cent 
that neighbour Smith was charging her -- go as soon as he 
hears, if he does hear -- and you know how you hear these 
things in country areas -- that neighbour Smith has decided 


to bring the eggs in free, being a kind, generous fellow, 
he at once proceeds to offer her nineteen cents a dozen, 
quite convinced that if she would sell ..them for nineteen 
cents a dozen yesterday she will sell them for nineteen 
cents a dozen today, and she did, so that neighbour Smith 
made the kindly gesture of carrying the eggs in free, and 
it did not bring anything in to the Widow Jones. 

MR SINCLAIR: Q,. Suppose, to carry out this 
illustration, that there is another market--- 

THE CHAIRMAN: Q., Neighbour Smith was the railway, - 
I suppose? 

A. Well, I am Sorry, sir, but it was just a farmer 

at this stage, 

MR SINCLAIR: I will ask the witness to apply the 
illustration to Wheat, if I might, sir. 

THE WITNESS: If I might finish this one peragraph, 


COMMISSIONER INNIS: To carry out the balence 
of this illustration, I asked the witness to suppose that 


there was another market: 
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THE WITNESS: Now, suppose that the Widow Jones 
finds another market, so that there is competition set up, 
or Suppose the demand for eggs is such that the store- 
keeper feels that he would be wise to pay a little more 
to get more eggs. That is 9 seller's market. The Widow 
Jones got twenty-five cents a dozen, we will Say. Now, 
neighbour Smith, knowing all this, raises the price of 
carrying a dozen eggs to two cents instead of one. He 
wants to get a little of the Share of the increased pros- 
perity. If the seller's merket is sufficiently well 
established, Widow Jones Can pay this two cents, but is in 
a2 position to make the Storekeeper raise the price to 
twenty-six cents instead of twenty-five cents, to cover 
the added cost of the increased freight rate charge by 
neighbour Smith, 

THE CHAIRMAN: We will adjourn now, 


---The Commission adjourned at 4:45 p.m., to meet again 
av, 10:30am. (on Wednesday, March 15, 1950. 
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OTTAWA, ONTARIO. 
WEDNESDAY, MARCH 15th,1950 


MORNING 56 8 82150. N 
aa YU UES STON, 


MR. FRAWLEY: Before Mr. Sinclair proceeds with 
his witness, I should like to offer an exhibit reflecting 
the increase in rates which will go into effect on the 
e3rd of this month as a result of the recent order of the 
Transport Board. I do that Simply to show the effect of 
a horizontal increase on the long haul. The statement is 
a very short and simple one. It shows the rates on canned 
goods in carloads from Hamilton Ontario to Montreal, Halifax, 
Winnipeg, Edmonton, Gran& Prairie. In the case of Montreal 
it indicates an increase of 37%. The two rates I am 
comparing are the rates in effect on April 7, 1948, before 
the 21 % increase and the rate as it will be on March 23, 
1950. The rate to Montreal was 35¢ and will be 48¢, an 
increase of 13¢ or a percentage increase of 37. The rate 
to Halifax was 61¢ and will be 86¢, an increase of 25¢, or 
an increase of 40%. The rate to Winnipeg was $1.14 it will 
become $1.60, an increase of 46¢ or 40%. The rate 
to Edmonton was $1.98 and it will become $2.78, an increase 
of 80¢ or 40%. The rate to GrandePrairie was $2.31 and 
will become on March 23, $3.25, an increase of 84¢ and 
Still an increase of 40%. The rate to Vancouver was 96¢ 
It will become ~ as it is now and has been for some time, 
and will so remain, *” $1.40 on March 23, an increase of 
4ug and a percentage increase of 46. 

MR. COVERT: That will be Exhibit 208. 

»- MXHIBIT 208...filed by : Statement reflecting an 
[Mew Bremer : increase in rates going 
; into effect on March 23, 

: 1950, on Canned goods, 


Carloads, from Hamilton, 
Ontario. 
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THE CHAIRMAN: Is there any explanation for 
the size of this increase? 

MR. FRAWLEY: All I want to Say is. that you 
have an increase of 84¢ to Grande Prairie that is 40g. 
Your lordship understands that the general increase we 
have been speaking of since the 21% Case now totals, 
roughly, 40%, and that this 40% increase to Grand Prairie 
is 84¢. The same 40% increase to Halifax is only 25¢; 
the same 40% increase to Winnipeg is 46¢, to Edmonton it 
is 80¢ and to Grande Prairie, Alberta, it is 84d, about 
double the next nearest rate that I take, namely, Winnipeg 
and Vancouver. But the percentage increase is roughly 
the same. It is perhaps to be noticed that the percentage 
increase in the case of Vancouver is 46, and in cents 
per hundred pounds the increase ig only 44¢ as against 
our 80¢ and 8l¢ respectively. The percentage increase to 
Montreal was only 37 and your lordship will understand 
why it is something less than the 40% in the case of 
Montreal and Vancouver, the explanation being that those 
are competitive rates and they are increased as the 
railways think they should be increased. In the case 


of Vancouver too, they are competitive rates and they 


are increased as the railway thinks they should be increased. 


But in my submission the statement illustrates rather 
concretely what is happening as these rates are going. 
Now we are faced with another application returnable in 
the near future - in the next few days - for another 4 UZ 
increase; that is on the basis of the horizontal percen- 
tage increase, the rate on the long haul, for a hundred 
pounds, in the case of Edmonton, is going to be twice 


what it is, and more than twice what it is to Vancouver. 
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MR. EVANS: I have no objection to the Exhibit 
being pilea; just have this to say. I have not checked 
the rates. I do not know what my friend is proving 
by this Exhibit, except a mathematical truism of some 
kind. 

THE CHAIRMAN: He is complaining about this 
mathematical truism. 

MR. FRAWLEY; It is as to what the mathematical 


truism does to the long haul. That is perhaps a better 


way of putting it. 
EXAMINATION BY MR. SINCLAIR - Resumed:- 


Q. Mr. Armstrong, immediately prior to adjournment 
yesterday afternoon, you had given us an illustration 
of pricing in a buyer's market and a seller's market. 

I would now ask you to apply the results as shown in 
your illustration to the marketing of grain. 

A. The same thing happens with grain as happened 
in the case of my lady poultry farmer and the eggs. It 
is particularly apparent always in the case of grain, 
because the people who buy wheat in large quantities 
watch the wheat situation very closely. There is no 
commodity as to which the production, the location of 
Supply and the market needs are more fully studied 
than in the case of wheat. If the freight rate on 
wheat or any other part of the cost of producing and 
distributing wheat is reduced by 1g a bushel, or if 2¢ 
is increased by 1¢ a bushel, the problem of deciding 
who is going to benefit or lose will be settled just as 


in the case of the eggs. If the market is a weak one 
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the buyers of wheat - importing firms in Europe or 
Government import boards - will know all about this. 
They always hear about it. So will the competent seller 
of wheat such as the Canadian Wheat Board. They all 
know what the market condition is. If the market is a 
weak one and transportation costs are reduced, these 
buyers having heard about it will reduce their offers. 
If they knew they could buy wheat in Canada for $2 per 
bushel, with a certain rate Fort William in effect, 

if the freight rate goes down 5¢ a bushel they will know 
that they can get the same amount of wheat for $1.95 per 
bushel and they will offer accordingly. If the market 
is a strong one, the seller knows that an increase of 

5¢ a bushel will justify insistence on his part on 
getting 5¢ per bushel more. 

Q. Can you give us a‘clear cut case to illustrate 
the point you have just made? 

A. Except in the so-called Crow's Nest rates, there 
has been only one case of which I know in modern history 
4n which an attempt has been made to aid the producer 
of primary goods for export by a deliberate and directed 
reduction in transportation charges. On mMay 29, 1929, 
export freight rates on wheat in the United States were 
reduced by amounts ranging from 6¢ per hundred pounds 
to Chicago from points west of the Missouri River to as 
high as 114¢ per hundred pounds to New Orleans from the 
Missouri River. 

Q@. Was that a voluntary reduction or was it 


directed? 


A. That reduction 4s: reported by Commissioner 
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Mayer. 
THE CHAIRMAN: Can you give us the figures 
again before we go on? 
MR. SINCLAIR: There was a reductbn of 6¢ 
a hundred to Chicago from points west of the Missouri 
River and 113¢ to New Orleans from the Missouri River 
THE CHAIRMAN: That was to encourage exportation? 
MR. SINCLAIR: It was to assist in the exporta- 
tion of wheat from the United States. That was the 


purpose. 

THE CHAIRMAN: Then there is a bonus of 48¢ 
or 50¢ also. 

MR SINCLAIR: This is back in 1929. 

THE CHAIRMAN: I thought the witness said 
1949. 


THE WITNESS: No, 1929, the only time when 
this experiment was tried. 

MR. SINCLAIR: It is an experiment. 

THE CHAIRMAN: Just forget what I said. I 
thought you said 1949. 

THE WITNESS: Commissioner Mayer of the 
Interstate Commerce Commission, pages 703 and 734, 
Volume 164, I.C.C. Report,described the situation:- 

"About one year ago the carriers in a 

commendable effort to aid in a national 
program to dimminish the surplus supply of 
wheat in this country voluntarily established 
emergency export rates on a basis sub- 
stantially lower than any rates theretofore 
prescribed by us. While the results of 

this expermment have not been subjected to 


the clarifying test of examination and 
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cross-examination on a public record in a 

proceeding before us and therefore the 

facts are not available here, it is my 

understanding that the emergensy export 

rates produced no appreciable effect in 

moving wheat out of the country." 

THE CHAIRMAN: Q. Pardon me a moment, but how 
long did those reductions remain effective? 

A. I think the history will be worked out in 
detail here, sir, so that you will be able to follow the 
course of events. 

MR. SINCLAIR: I will see that we give that 
point, my lord. 

Q. You were going to tell us, Mr. emer ec ‘about 
when these reductions were announced. 

A. Those reductions were announced on the after- 
noon of May 29. I remember the incident very clearly. 
May 30 was of course Decoration Day and the Chicago 
Board of Trade was closed. When it opened on May 31 the 
Chicago cash price - these figures are taken from the 
official statistics of the Chicago Board of Trade Volume 
for 1929 - was 98¢. For several weeks before this the 
Chicago cash price had been ranging from $1.05 to $1.07 
for No. 2 yellow hard. When the market opened on the 
morning of May 31, the cash price for this grade was 
98¢, a fall of from 72¢ to 9s¢ per bushel. 

Q. That is: om cash grain? 

A Yes. 

Q. What about futures? 

A. A similar but not quite as great loss was 


experienced in the futures market where, of course, many 
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other conditions affect the price as well as such an 
as that 
immediate question/of transportation costs. 

Q@. The Chairman asked a question, and I think 
perhaps it should be dealt with now. He asked how long 
these emergency reductions in the transportation cost 
of export wheat remained in effect. 

A. For a while there was a general rise in wheat 
markets going on all over the world, in Chicago and 
elsewhere, and by the middle of July, 1929, the cash 
price had risen from this 98¢ level to $1.453. Then, 
as those of us who were familiar with grain markets 
at that time will clearly remember, weakness of the whole 
market set in and the price fell almost steadily to the 
low levels which prevailed in 1930. That is, the 
experiment to help the wheat market by freight reductions 
failed, since the effect was inconsiderable compared 
with other market factors, and the emergency rate 
reduction was taken out as of October l, 1929. 

2. After those reductions were taken out, was 
there any effect on the cash price of grain? 

A. During the two days following the removal of 
the emergency decrease in rates, the Chicago cash 
prices rose by 3¢ to 8¢ per bushel, despite the fact 
that this was in a generally declining market and that 
after the stimulus given by this increase in freight 
rates had been removed, prices commenced to decline 
again and went down steadily to the famous panic level. 

Q. Would it be your view that the taking out of 
this emergency reduction in rates would be known to 
buyers? 


A. They were known certainly before the market 
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opened the next morning. I may quote a little incident 
in connection with this matter. On the afternoon of 
May 29, 1929, when this rate reduction was announced in 
the press, I at once noted it in the afternoon news 
paper and I at once sat down and wrote a memorandum to 
the then Vice President of Traffic of the Canadian Pacific 
Railway, pointing out to him that it was inevitable 
the next nope Chicago market would open lower 
by almost the amount of the rate reduction. So it 
was quite possible to foresee the inevitable logic of 
events. 
Q. You are speaking of an open market under that 
See ASE 
THE CHAIRMAN: Pardon me a moment. Are you 
Saying, then, that those who reduced the rates did not 
foresee this inevitable result which you have spoken 
about? 
mH. T-am afraid they did not. I might perhaps 
be permitted to quote again from Commissioner Mayer 
in the same reference. 
MR. SINCLAIR: That is the Interstate Commerce 
Commission? 
A. Yes; the same reference which was given 
earlier;:- 
"The effort made by the carriers last 
year to reduce the surplus grain by 
putting into effect emergency export rates 
offers no acceptable test of the effective- 
ness of export rates as part of the rate 
structure. These emergency rates were put 


into effect late, and under conditions 


: talk a “the er ube 
: lapimag See atte benego 
‘6 mponredtA ort ot = adem aks ey iw: nanyoruses Sh 


it besmuonns enw sOteerth ay ooer ate ane eset RoRT 
| ; oe } 
; ‘ 4 , ‘ i * : . a 
Fi Hsson sane 72 f£ .e8o5q St 


OG Mu lDAst anos touw Dre web Fan |cyo ts + Pee eegeq 


PRES ee i t 
j Mit =\ 
sat gathers att to SLYEere te Gren es “t 99, irs te “eat 
, ‘ws t { st ~ * it 
‘ 
aidagivent saw ¢f Saat wee ad dub bicttutde vewl fae 
: te ew : * 7 
+ gh toe Dae 


novel pago Siew Yoram ogeotdd ead \ertag em Yxon 8A? | i 


$F Se ai 4 neg 
+} oh Jnoltouhew weak ens 30 oF moms sit saomis "eg a. 
io Steal aldpiivers Si Sesetet oF afd : eeag otivp GAY 1 
: ‘el al i 
BITES. 7 
v4 : . . “7 
vi ted? yohay towrem Gage MS to BAlXeogs wes HOY on ‘ iy it 
; ne » 
+MOLTEUETS eee 
Ba he Je) spay Sepa 5 en Bs! ewe a fai 0 On ¥ 
' 
, , . + a ke « 
rey : iB ‘ a ea G st iy ’ i Behe tf '~ ‘ 3 Fy 1 4 emlts ¥oe P 
: i rf : cyan a pt) Dig eee anf * mr j ie f . ‘ hi 8) t 4, @ & rat “ Fa go ory ov x 
-\) 2ST ee EO eee wee) PRR (Ga ee Pe Re p 4 7 
i iW 
¢iyods 
$ “al 
othe tt 4 wed ii} f ¢ FOO 5 : : ¥ tue SF peo Be is si t ; 4 i a ‘ ee 
; | ih | | 
“ Hone ted humm ty mor? olass s7oup og hadd tared- $0. rk: 
, SA ste2 oF egee atta 3 a 
‘ m : at { ; é \ rs bs an” ’ 
Tas So G Tera Sane St fait : RI Al WHALE » ih 
| erotas immo? 
i 5 ii f ’ ’ 
1 as phe ary eee cy? tary ary ee er a 
re Bi ins ae ee SOhed y 4 ia | S768 y fig :Ro% - * A Ri 
% # stot ines all 
: 5 al 
tact tybitnes She yd Yhaw JcotTe on 2 
i a of i a i 
A i 
vo alec qutgine ong Sensi oe YhOT 
‘ a { . ' 
| i iat & 
a ary feogk: o Va oft ee y wo arte rey aoadsug haa 


~ovEPORTTO ¥ Ag TO 9809 oidesqoons ois eaetie i 
ofan of? to meg ap SoG eK progae to won 


se 


al onsen asda tonsass 6a eaed? 
eae 1603 8 etal , soe 


ite ie Porc an aan 


- 18053 - Mr. Armstrong 


such as world wide publicity which were not 
favourable." 
at 

I think it was exactly at that point/which they fell 
down; that is the point on which all those advocates of 
helping the farmer by reducing his fransportation costs 
fell down. They seemed to forge t that everyone from the 
village storekeeper to. the cereal import buyer of 
Great Britain knows that those reductions have been made; 
every buyer knows that; and that was what they - omitted 
to consider in this case. You must remember that this 
particular reduction was put in voluntarily by the rail- 
ways and it was announced in the press at that time. 
I am sorry I could not go back and find the reference 
now, but it was announced in the press at that time 
that it was put in at the request of President Hoover 
who I do not believe was a specialist in grain marketing 
and who might have been thinking of trying to help 
the farmers, without working his thoughts out to their 
logical conclusion. 

Q. In other words he thought that by reducing 
the freight rate on grain to the seaboard, he would increase 
the price to the farmer? 

A. Either that or increase the export volume. 
He discovered that neither of those results followed. 

Q. That is in the condition of an open market, 
as I said. What about a market when there is one 
bargain between government agencies; for example, the 
Government of Canada and the Government of Great Britain? 
Would the effect be the same? 

A. The effect is not quite so immediate, naturally. 


There is still a free market, we must remember, in one 
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Sense in wheat, despite all international agreements. 

For example, the price at which Canadian wheat is sold 

to Britain is not a permanent price; it is negotiated 
from time to time. If the world Supply of wheat is 

very tight at the moment when a bargain is made, the 
Canadian Wheat Board or the official representatives 

of Canada will be in a position to get a price which 

will include any increase in freight rates within reason. 
If the market is a soft one, then the cereal import board 
in Britain, if it knows that freight rates in Canada 

have been reduced or are not going to be increased, will 
use that knowledge as a very powerful lever in bargaining. 
That will be one of the factors which will establish the 
price that they will pay at Fort William or Vancouver. 
But in the end you must remember that government agencies 
trading in wheat are still trading. They may be 
government agencies and think themselves perhaps above 
Such a vulgar phrase as "trade", but they are still 
trading. They are trying to bargain and sell. It is 
Still higgling in the market that is going on with, 

2S between thém the usual essential sellers resistance, 
in this case on collective sales. That is shown here in 
the fact that the Canadian Government naturally wants 


to get as good a price as possible for its citizens. 


(Page 18060 follows) 
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On the other hand, there is the usual buyer's resistance. 
In such cases it will be demonstrated by the British 
Government, for example, trying to buy whest as cheaply 
as possible for its citizens. The manner of trading is 
different; the timing of it is different. Instead of 
trading every few seconds on the floor of the Winnipeg 
Grain Exchange, you now trade in conference rooms every 
year or two, but you are still trading, snd the rules 
which apply in the so-called free market will still apply 
under bulk trading between governments, 

Q@. Would you say, Mr. Armstrong, that sn increase 
in the freight rate on grain to Fort William would lower 
the price to the western farmer? 

MR MACPHERSON: What was that question? 

MR SINCLAIR: I asked him if he would say that 
an increase on the rate on grain to Fort William would 
lower the price to the western farmer. 

THE WITNESS: No. If we were still selling 
grain as we used to sell grain at one time, on a grain 
exchange at Winnipeg, or even on a3 grain exchange at 
Liverpool for that matter, if thet were the condition, 
then I would say that a reasonable increase in the export 
rates on wheat would not necessarily lower the price to 
the western farmer; in fact, I should expect it in present 
circumstances not to lower that price, because in a 
buyer's market the price has already been pushed down to 
a point at which the farmers will take no less, so that 
in order to insure themselves of a supply the buyers would 
be willing to accept the increase in freight rates as a 
part of their cost, while in a strong market the buyers 
would have to concede 2 price increase which would prob- 
ably outweigh any increase in freight rates. 

Now, it should be very clear that if at this 
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minute you increased the freight rates on wheat to Fort 
William and Vancouver it would be equivalent to a reduction 
of the price received by the fermers in Western Cansda at 
this minute, and as long as a fixed price lasts--- 

Q. You mean until further negotiation of 3 bulk 
contract is made? 

A. Exactly. When the next bulk sale comes up, then 
the principles which I have laid down will apply, and, 
given adequate intelligence ana energy on the part of the 
Sellers and the buyers, given a matching of wits which is 
successful for both producing a fair bargain, it will be 
just as possible for any government agency selling Can- 
adian wheat to get a fair return to the railway companies 
for carrying it as to get 3 fair return to the farmer for 
growing it. 

Q. Now, Mr. Armstrong, would you think that unduly 
low transportation costs on grain would keep sub-marginal 
producers active in the growing of grain? 

A. You have opened a whole Pandora's box of troubles 
here. Yes; yes. A subsidy of any kind to production 
tends to keep marginal producers in production, 

Q. So thet if the Crows Nest rates are lower than 
they should be it would have some effect on sub-marginal 
producers of grain in Western Canada? 

A. Well, those of us -- and I think there are many 
here -- who know the prairie conditions well, realize of 
course very fully the situation. The whole economy, the 
whole sociology of the prairies, like every other rural ares 
today in the world, is influenced by the presence of an 
unnecessarily large number of sub-marginal producers, and 
they can be a very serious factor in the market. On the 
other hand, you must remember that those of us who are 


shall we say sympathetic students of agrarian economics 
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Will feel very Strongly that this question of driving 
Sub-marginal producers out is a difficult sana delicate 
task, to be handlea skilfully, you see, because you do 
not want to upset the Sociology too rashly; but, broadly 
Speaking, it would be to the benefit of the efficiency 
of wheat production, to the benefit of the efficient 
farmer in Western Canada over a period of years, that 
Sub-marginal producers Should not be encouraged to grow 
wheat by uneconomic devices such as export bounties, 
Of course, these rates, you understand, sre an export 
bounty; the fact that these rates are below the normal 
level is an export bounty. 

Q. Now would you Summarize, if you can, the effect 
of freight rates on wheat on the income of the Canadian 
farmer? 

A, Within broad limits, increases and decreases in 
wheat freight rates within Canada do not really effect 
the income of the Canadian farmer in a8 weak market, but 
factors leading to an increase in price sre usually so 
much more important that a moderate incresse in freight 
rates can be forgotten, 

Q. One might wonder, Mr. Armstrong, if there would be 
any limit to that; would it be true, for example, that it 
would not matter to the western Canadian farmer whether 
wheat was carried free, or, on the other hend, 12¢ a 
bushel being increased to $1.00 8 bushel? 

A. Well, the answer should be quite obvious to any- 
one who will think the question out. Since the average 
rate at present is 12¢ per bushel on wheat moving to the 
export outlets from the prairies, and it is therefore 5s 
very small part of the price of wheat, the effect of re- 
moving all freight rates on the prairies would Simply be 


that in a weak market the Canadian farmer would accept 12¢ 
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per bushel less for his wheat, if he will accept the 
present price -- 12¢ 29 bushel, the existing rate. Ins 
strong market this country would simply be giving away 
12¢ per bushel of its money, or that of some of its 
citizens, which it could otherwise obtain without in any 
way interfering with the sale of wheat. 

Now, when you come to an increase of your other 
example, of $1.00 per bushel, in freight rates, that might 
be disastrous. It would be so large in proportion to the 
price of wheat that the added cost imposed on even the 
lowest price which the farmer would accept might result in 
@ price which would shut our wheat completely out of its 
markets. People in other countries might have to starve 
to death rather than pay these prices, 

My suggestion is thet no decrease in freight 
rates is likely to be of use to the Canadian farmer, while 
@ moderate increase could not possibly damage his interests 
ot any time. 

Q. Therefore would you say that the unduly low Crows 
Nest rates were never of any use to the western grain 
grower? 

A. Well, the former Crows Nest rates, the rates made 
under that--- 

Q. The agreement of 1897? 

A. Well, yes, the non-existent agreement, the termin- 
ated agreement of 1897. The rates made under that might 
“have been quite useful at the time. I would have been 
Sceptical if I had been called on to advise the Canadian ; 
Government at the moment as to its policy in that respect; 
I would have said, Well, but you could not make any mistake, 
The Canadien Pacific in a moment of perhaps undue enthusiasm 
over the future is willing for three and 2 half million 
dollars to take the responsibility of putting these rates 
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into effect. I think that is ill-advised on their part 
probably, but as far as you are concerned you do not stand 
to lose anything. It is all right, nothing is going to go 
wrong," The market for Canadian wheat had not been estab- 
lished. A lower rate of that kina probably enabled the 
Canadian producer in those early days to horn into the 
market, as you may say; it gave him a chance to get into 
the market. 

Q. What you mesn is that trends, wheat trends and 
wheat marketing trends, had not been established -- sources 
of supply and one thing and snother like that? 

A. That was a very different world from the one in 
which we live at the present time or have lived for the 
last thirty years or so. In those days it was quite a 
thing to break into this new market, snd I have no doubt 
that it was useful, I imagine, to the farmer at that time; 
but the condition is 9 very different one now, when the 
Canadian wheat crop is one of the major factors in estab- 
lishing international wheat prices. There is no longer 
any case of having to horn into the market. 

Q. Now, are there any euthorities, economic author- 
ities, who might support that statement? 

A. Well, when you get on to economic suthorities with 
reference to wheat marketing you get into all kinds of 
stories, but I mentioned just now that I regarded any con- 
cession made in respect of export rates as being the equi- 
valent of an export bounty. Well, Ricardo says, very 
Simply, a bounty on the exportation of corn tends to lower 
its price to the foreign consumer, but it has no permanent 
effect on the home market. Now, I must admit that that is 
one of those very brief economic statements to which Pro- 
fessor McDougall referred yesterday -- one of the reasons 


why economists are very sceptical sbout giving short 
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answers, because Alfred Marshall has warned us that any 
brief statement on economics is almost bound to be in- 
correct. But, despite that, I think that Ricardo has 
grasped the situation certainly ses it existed in the 
England of his day, and I think his Opinion is still good, 

Q. You mentioned Alfred Marshall? 

A, Well, this is snother Subject; it really bears on 
the whole question of wheat marketing economics. It is a 
very complex affair, you know. There ere several factors 
in it which I seldom see mentioned in discussion by anyone, 
even by very serious students. Marshall, for example, 
points out that the general law of markets -- we might 
call it Say's law of markets or Marshell's law of 
markets, if you like -- has some limitations. This is a 
quotation: 

"There are, however, some exceptions. For in- 

Stance, as Sir R. Giffea has pointed out, a rise in 

the price of bread makes so large a drain on the 

resources of the poorer labouring families, and raises 

So much the marginal utility of money to them, that 

they sre forced to curtail their consumption of meat 

and the more expensive farinaceous foods, and, bread 
being still the cheapest food which they can get and 
will take, they consume more and not less of it," 
But such cases are rare. When they are met with each must 
be treated on its own merits. 

Q. Now, you have given us two suthorities, 

A. I would like to back up this quotation ao little 
bit. Giffen, I would like to point out, was probably one 
of the greatest authorities on the economics of grain 
marketing who ever lived, He was in charge of grain 
Statistics in the British Government Service, and he was 


one of the founders of the Royal Economic Society, of the 
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Political Economy Club, end of many other quite importent 
institutions in his time, Well, Giffen gave 3 lot of 
attention to this Subject, and his opinion should carry 
great weight. Mershall certeinly took his Opinion very 
Seriously, and I know that this is true, because here we 
are -- let me illustrate whet happens, Do you mind, Mr. 
Sinclair, if I take sa moment to illustrate what happens, 
without interrupting your questions? 

Q. Go shead, 

A. Take, for CAOMpIe, In Ttaly on personal observa- 
tion will have to be my authority here -- an Italien 
labourer may have we will say twenty cents a day to Spend 
on food. Now, with that twenty cents he buys a loaf of 
bread, a little wine, a little olive oil and 2a little 
Cheese. I am speaking of the poor Itselian labourer, the 
worker, the manual labourer. Now, suppose that the price 
of bread goes up to twelve cents; he has still got only 
this twenty cents, you See, to spend on his food, Now, he 
has only eight cents left to Spend on the other goods, and 
even if the price of the other goods has not risen, that 
eight cents will not buy 2a volume of the other goods equal 
to what it did the day before, so his total input of food 
is reduced. Now, as wheat still remains, as Giffen and 
Marshall have pointed out, and still today remains, much 
the cheapest of standard foods, the natural inclination of 
that man will be to increase the consumption of wheat, of 
flour, of bread, so as to replace his reduction in the con- 
Sumption of the other goods, so that actually an increase 
in the price of wheat there will, as Marshsell and Giffen 
point out--- 

Q. Increase demand? 

A, Increase the consumption, not decrease it. There 
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think this is well worth mentioning, We always have a 
habit of talking in this country as though the only way 

to sell wheat was to sell it 88 cheaply as possible, that 
Wyou-sell it cheaply enough you will Sell more. Well, 
that is not always the case, There come times when, as in 
thet case, the rule is reversed. There is also the fact, 
you see, that we have always been up against it in Western 
Canada by reason of having two very varying markets, 
Britain, our grestest Single market, has always been, as 
fer as wheat is concerned, a free-trade market since 1846, 
and a market in which the one desire of the public suthor- 
ities and of private merchants was to get the wheat as 
cheaply as possible, Now, when you went across to the 
Continent of Europe you found a market which was histor- 
10a L117 protectionist, particularly agrarian protectionist, 
and therefore it was very much contrary to public policy on 
the Continent of Europe to permit wheat prices to go down 
Just in order to give the public cheap bread. 

I draw your attention to a little evidence on 
that point which is worth remembering. The first inter- 
national conference was held in 1931, and produced no special 
result; the second was held again in 1931, and produced no 
definite result; the third international wheat conference, 
the third of the series of international conferences, was 
held in London in 1933, end an agreement resulted which had 
in it certain provisions -- export quotas for the four chief 
exporting nations, an implied commitment that those nations 
would reduce their wheat acreage, on the false theory that 
there was world over-production of wheat, and the agreement 
broke down because the Argentine Republic would not honour 
the undertsking to reduce its acreage. 

But the third point which is so seldom mentioned 


is this: There was an agreement by importing countries in 
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Europe to reduce tsriffs and other import restrictions 
when the Liverpool price of imported wheat rose to 63.02 
gold cents per bushel. There was 8 remarkable recognition, 
you see, of the fact that on the Continent of Europe his- 
torically -- thet is, ever since Premier Maline of France, 
certainly since his day -- the thinking on economics in 
Europe has been in the direction of protection for agrarian 
interests, and therefore the tendency has been for them to 
be more ready to import wheat when the price was high, as 
they announced in that agreement, than to import it when 
the price was low. So those are a few of the special 
aspects of wheat marketing which I think you have to keep 
in mind all the time, 

Q@. As I understend your contention, Mr. Armstrong, 
it is that the price of wheat is set on an international 
market. The point, however, has been put forward a number 
of times, here and elsewhere, that the only price which 
matters to the western farmer is the price at Fort William, 
that that is all he is interested in. Now, what have you 
to say about that? 

A. Well, the price at Fort William or Vancouver, those 
are prices which ere functions of the international wheat 
market. Those ere not primary markets; those are markets 
at which the effectsof the world wheat market ere reflected 
in local prices. The price of wheat in the world gets 
established like any other price, by bargaining between 
producers and consumers. This bargaining ends in the 
establishment of prices either on the floors of grain ex- 
Changes or in conferences between large buyers such as the 
British Cereal Import Board and the Canadian Wheat Board. 
The controlling market, the one which really sets all other 
prices, is the European, especially the British market —_ 
the European demand interacting with the domestic supply of 
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Europe, plus offerings from North and South America and 


Australia, chiefly from North and South America, because 


the Australian output is apt to get into other markets 
than those of Europe, 


(Page 18072 follows) 
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Now you see what happens. The first factor is the domestic 
production of wheat in Europe, which is colossal by any 
standards. 

It is only as that is measured against the 
domestic demand in Europe that you obtain the real measure 
of effective demand for imports. 

Europe does not live on imported wheat. 

Europe imports a little wheat after it has eaten its 
domestic crop, 

That is how we arrive at wheat prices: on iney 
are arrived at on the balance between effective demand 
backed by the purchasing power in Europe against the 
domestic European supply and by offerings from north 


and South American supporting nations. 


Q. Do these markets in Europe affect the main 
markets? 
AY That market in turn changes the local markets 


in Winnipeg, Chicago, and Buenos Aires. 

For convenience it has been always necessary 
to use some method of defining the price of wheat in 
Winnipeg. Usually it is the price f.o.b. Fort William 
which is merely a convenient definition of the price in 
Winnipeg. You take the price at Fort William, and that 
becomes the market price of wheat in Western Canada. 

Q. Your view is that there is no truly separate 
market for grain in the sense of a domestic price and 
an export price? 

A. There could not possibly be. 

Q. And the basic factor in the price of wheat 


is the European demand as reflected by wheat in possession 


in Europe? 


As Precisely. That is a point which is too often 
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forgotten. 

Q. And if the market in Europe is the governing 
factor, would it be correct to say that the cost of 
transportation as a factor in the price must include the 
cost of transportation from Fort William te Europe just 
as much as the cost of transportation from the farm to 
Fort William? 

Re It must include the transportation costs from 
the farm all the way through to the mill in Britain, yes. 

Q. So I take it from your evidence that that is a 
very important factor which has been underlined in con- 
Sidering this question of one segment of the transportation 
cost of wheat? 

A. The total cost of transportation includes the 
motor movement to the country elevator, 


Q. The motor movement? 


A. The motor truck movement to the country elevator. 
Q. Off the farm? 

A. Off the farm. 

Q. Via truck? 

bts Yes. It is quite a factor in the total 


transportation cost, although we seldom or never hear 
it mentioned, there being no great indignation against 
motor truck rates. 

Q. Why would you say that? 

Aw I have had careful studies made, and I find 
that it averages one half cent per bushel per mile; that is 
$3.85 to Fort William, for the average bushel of wheat 


from the Prairies. 


Q. And that would contrast with the one half cent 


per ton-mile that the railway hauls grain for? 
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hy Precisely. You must remember that is an 
appreciable percentage of the total cost of transportation. 

Q. Who generally hauls that grain? 

A. The farmers deal with each other in the matter. 
The farmers themselves set those freight rates. 

Q. Either with their own or their neighbour's 
trucks? 

A. That is it. The movement passes into the 
hands of those farmers who are particularly well equipped 
to handle trucking and who do it for their neighbours. 

Q. You have told us the various factors in the 
transportation cost. First of all you spoke of the 
movement from the farm to the elevator; and then from 
the elevator to Fort William or to Vancouver? 

A. By rail; and then there is the water movement 
from Vancouver or from Fort William. 

Q. Is that part of the movement which is important? 

A. That is all a part of the movement. It cannot 
be possible to regard it as of vital importance to the 
western farmer to control the rail components of this 
movement in Western Canada, while the large and more 
important water rates are not controlled. That is my 
reason for thinking that we lay unnecessary and ridiculous 
stress on the prices at Fort William. 

Q@. Can you tell us the proportion between the rail 
and the water parts of the total transportation costs? 

A. The rail rates average 12 cents per bushel for 
an average haul of 770 miles in Western Canada. 

For some time prior to the close of navigation 
last year on the Great Lakes and the St. Lawrence the 
ruling rate for cargoes, ex Fort William, transferred at 
some lake or river port to canal-sized ships, was, for the 


whole movement, 13 cents per bushel. That is, the rail 
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rate from let us say Saskatchewan was four cents. 
Q@. Let us take Regina, 
A. All right. Regina to Fort William was 12 cents. 
MR. FRAWLEY:Q.I think it is 20 cents from Calgary. 

A. No. Let us take the rates per bushel. 

Q. I thought it was something more than that from 
Calgary? 

A. It is not 20 cents per bushel in any case from 
Calgary. I think it is 15.6 cents. However, from Regina 
the average rate is 12 cents to Fort William. 

MR. SINCLAIR: Q. Now, there is 13 cents for 
the lake movement. 

A. For the water movement down to Montreal. 

Q. What about from Montreal? Have you checked on 
the water movement from Montreal to Europe? 

A. Yes indeed. Within the last couple of weeks the 
ruling ton rates on liners -- 

THE CHAIRMAN: Are you giving the full lake and 
rad? 

MR. SINCLAIR: I am taking the rate to Fort 
William as at 12 cents, and the rate from Fort William 
in large grain cargo-carrying boats down to Prescott, 
and from Prescott to Montreal. 

THE CHAIRMAN: The 13 cents which you refer to 
includes the rail as well as the lake? 

MR, SINCLAIR: That is the total cost laid 
down from Regina to Montreal. 

THE CHAIRMAN: We are talking of Fort William 
to Montreal, both the lake and the rail. 

MR. SINCLAIR: Quite so. 

THE WITNESS: I think there is a little con- 
fusion; that is, the normal movement of wheat, the great 


bulk of the movement of wheat is by all water from 
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Fort William to Montreal, 

THE CHAIRMAN: Q. If it is all water in the 
proper season, it is 13 cents? 

A. That. 1s it. 

Q. Then how is it that it is all rail from Fort 
William to Montreal? 

A. It is more than that. I have not got it right 
here. Oh, yes, here it is; it is 40 cents all rail per 
100 pounds to Montreal; 24 cents to Fort William to 
Montreal lake and rail. 

COMMISSIONER INNIS: Q. You mean by the 
Georgian Bay ports? 

A. By the Georgian Bay ports. 

MR, SINCLAIR: Q. Having got the grain to 
Fort William by water and to Montreal, you are going to 
give the Commission the liner rates? 

ag CES 

Q. Would you distinguish here between liner and 
tramp? 

A. Liner rates are apt to run under tramp rates 
because a liner has to sail on a certain date and, if it 
has not got enough cargo, then it must take on ballast. 

Now, wheat makes a very nice ballast. So liner 
rates are usually bargain rates for wheat when compared 
to a tramp steamer which comes into a port expecting to 
load a cargo of wheat. 

The rate from Vancouver to Europe, a couple of 
weeks ago, was in the neighbourhood of 56 shillings per 
ton of 2,240 pounds. 

THE CHAIRMAN: Q.From where? 

A. From Vancouver to Europe, which means about 
23 cents a bushel at the present rate of exchange. On 


the other hand, the rate by tramp steamer from Vancouver 
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to Europe is about the same as the liners. 
MR. SINCLAIR: Q. What about the rate from 
Halifax or St. John to the United Kingdom? 

A. The rates from St. John or Halifax to the United 
Kingdom, which were the Same rates prevailing from Montreal 
while the navigation season was on, range rigidly at 
8 shillings per quarter of 480 pounds. 

Q. And per bushel? 

A. 15 cents per bushel at the present rate of exchange. 
Then you get a rate from the rate-break-point to, let us 
Say, Wilkie, Saskatchewan, not including insurance and 
Other factors, you get a rate which would be 35 cents via 
Vancouver, and 40 cents via the east, to Montreal or the 
Atlantic ports. 

Q. The point is that you say the uncontrolled and 
uncontrollable water rates on export wheat from Canada 
considerably exceed the rail rates to Fort William? 

A. Yes; and that brings up this other very interesting 
consideration. I wonder if the Commissioners would like to 
look at this map? 

@. Have you a reference to the breaking point which 
you mentioned? 

A. Yes. This map illustrates it. 

I have here a map which divides Western Canada 
for this purpose into regions A, B and C. It will be a 
foundation for a little argument which is now starting. 

Region A is the region which in a freight rate 
sense all wheat is tributory to Fort William. That is 
the area in which the rate per bushel to Fort William is 
the lowest rate. 

Area C to the west is the area which occupies 
the same relation to Vancouver, the area from which the 


rates to Vancouver are below those to Fort William. 
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Now, area B in the middle -- the middle area is 
the area in which the rates are identical to both Fort 
William and Vancouver. It is quite a large area. A lot of 
wheat comes out of that area. 

MR. MacPHERSON: I wonder if the witness would 
mind defining the area. We do not know the boundaries of it. 

MR. SINCLAIR: I think this map might well be put 
in as an exhibit. 

THE WITNESS: I think we will have to do that. 

MR. MacPHERSON: Q. Exhibit or not, I am con- 
cerned with the boundaries of C. Where does C start? 

A. The map is here. It is not definite. 

THE CHAIRMAN: Q. You might define it by the 
railway stations? 

A. Yes. It could be defined by railway stations. 

Q. On the different lines of railway? 

He XESS 

Q. Maybe you could indicate for us exactly where 
C begins? 

MR. SINCLAIR: Q. Possibly the witness could 
describe it in general terms by looking at the map, the 
broad outlines of the breaking point area. 

COMMISSIONER INNIS: Q. Doesn't that border 
change as the ocean rates change from Vancouver? 

aeton, NO, no. “Ne vat. uretes are otixged. 
Q. But even so? 
A. I will come to that in a moment. 

You see, one of the difficulties of this, 

Mr. MacPherson, is that it is not a rate area bounded by 
two straight lines. But I can tell you roughly that it 
embraces Western Saskatchewan and a small amount of 
Eastern Alberta, and that it might consist of Wilkie or 


Battleford. Battleford is on the east side. 


aa 
» 


spend’ 3 yang? ies te 


Nie ee eh ere ee at Gh te pie ee ; D oe 7 
MA Iara end IR Sa) re ~- 1 “ats gg die 7) 
oY SSA Wy oth ge “6 sft t +m vannart bam? AM a 
— 
Pept aCe i Fy ee, Me egeagr Wa were ae ey: -{ > ¢ 4 °@ 
ME Se MR eee a Bieler ig Same wy, he Me , +6 ‘bhi 
avs 46. & LXE Bod sorts Ww ei oe 20a" ob? Ry ibe «3 “etd: gntart i 
= - sf 4 
aA eivies ; inn on ey ce aes ae aa Ag a Le eye | T cy are Pavite ’ ae 
v Jey me A if “4 ta + Shak oy) Meee on ad Riek *% 4 Fi a : it. : : 
, : ie i, oe a a, eel 
; ei abe } she at & Bbes gS a aa uel KG 
NY. Ny Penta pg Ee me” Ries nk! : 
’ - ‘ . q j ‘ ia 
a eee See, Pes OSS oes ial et eee eth hae TT 1) Poa 
| ; ADS sree kr a ¢ f t ly, = 
iy I 6 Chie a watee 1". + Rear: ant: 
; oh FPS ae é - bi t 
oh Me re 7 : 1 lon o 
; - ‘ my ¢ ye Wey t re acy a) < a 
; 
; \ geoh eran 1h. th 
- 4 " 
: oh, 4? Mis alg a f. nate : 
¥ e 7 
A ; bt 
| d $k o8 Sigim wor: 62 . 
y 
; ’ V 
J 
fh Pa ‘ 
© a we eas ees) . x ~ i 3 i ’ : i 
SPEDE NL TOE Pay eee ;: ee pe ae oe er Ne site oe a " 
‘ yu? Vid. "a on <a ae Oe Sw Os me «ae ae eA 
: ven 
: fiian to Baatt tt iD ed? 00.8 a 


y et * Py) 

ft t Pon an ieet s : . ‘ A 4 2 : a) 

5 a ayoat visas a 4OY SEStT RAL bIdOd gov Bava! a = 
9 a : BAY Ge Bes ae Re Louk hes oie Re ee Ae bee Pin : 
ey 2 : ) 


as . yA) rented: 0 : 


> ei ™ = “pe F a A sd 
ie PRs ae “we \ - P rr: y > T% 
Egoe 6eoad iw SAT AIOWLe A 
¥ ' ¢ t n : hd 
i ae ai ae obtain. sec) fi! EP ewig! lik aloes. re nee i 
ry 5 ; 3 sitray Lerrotsa nt vt edtuse si | 


‘ ae ‘ 


iv Se gat Bete Tris0y aiiveard: st to 2 goriteitgn beork 


pa TPO! “ie: meer 
riaVviob? Pa cs Ys ak eae 


i) 


EAS Ao ee 
Wd Sande Ca Pe 
OvPS le) dh wes 


RSVS, out wwf 
Lo 
$spen oe, 


eae 


lisd Bed ty & Yom -et th dans ws ianatiot a 


sid a tlagad | hosp 


- err a ; 
oe er ae Oe ee aay 
& DH Abwetot 
¥ ar he bd 
i o 


% i 
re O07 6 


- 18079 - Mr. Armstrong, in ch 


THE CHAIRMAN: Q.What are you talking about? 


A. This is my area B, the area in which the rates 


are uniform to both places. 
THE CHAIRMAN: If we could have area B set out, 
then it would give us both area A and area C. 
MR. SINCLAIR: I wonder if, with the help of 
our traffic officers -- 
THE CHAIRMAN: You could file an exhibit? 
MR. SINCLAIR:Q.Yes, and we could give copies of 
LG to our friends .: 
A. I think you will understand what it is when I say 
it is just about the same distance -- 
THE CHAIRMAN: Q. I understand it is on the main 
line of the Canadian Pacific; area B is very, very narrow. 
A. We would simply have to have a map or an exhibit 
of some kind. 
Q. The area which looks towards Vancouver begins 
about Maple Creek? 
A. Yes, it begins about Maple Cresk. The rest 
of Alberta is in area C. 
Q. But on the main line of the Canadian Pacific, 
from Maple Creek on west, everything is in area C? 
A. Everything is in area C. It is very narrow at 
that point and much wider -- 
MR. SINCLAIR: We will have a map prepared at 
the noon hour and we will give a copy of it to 
Mr. MacPherson. 
MR. SINCLAIR: Q. What about the through rates 
to Europe from the breaking area; how do they compare? 
A. That is exactly the point which Dr. Innis wanted 
to raise. Let us take Wilkie, because it happens to be 
in that area; I mean Wilkie, Saskatchewan. 


THE CHAIRMAN: Wilkie is in the B area? 
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A. Yes, Wilkie is in the B area. Well, the Wilkie 
rate to Vancouver and the rate to Fort William are 
identical. 

The through rate from Wilkie, at this moment, 
according to my latest information, as well as for some 
months past, the through rate from Wilkie to Europe has 
been, taking transportation and major transportation items 
only, and omitting minor details and handling charges, 

35 cents a bushel, compared with a rate via Fort William 
of 40 cents. You may wonder who gets the 5 cents dif- 
ference. I will tell you. The British Cereal Marketing 
Board gets it. 

MR. SINCLAIR: Q. It does not go to the farmer? 

A. No. The Canadian Wheat Board agreed to deliver 
this wheat at the same price. Therefore any savings are 
savings to the buyer. 

Q. What about the Canadian Wheat Board? Do they not 
get a different price? 

A. No, They sell at the same price. They sell to 
the British Cereal Marketing Board at a fixed price, and 
they pay the farmer the same price at the station, but 
with one very interesting exception. 

At this moment the Canadian Wheat Board has a 
policy in effect which could not have been applied under 
the Winnipeg Grain Exchange system, but which, in a 
government monopoly can be applied, and it is a system 
by which the farmer west of the neutral area -- 

THE CHAIRMAN: Q. You mean area C? 

A. Imean area C, may have his wheat transported 
to Fort William if the market so justifies, and the Wheat 
Board will pay him, not the railway. It will pay him 


the excess cost of moving it to Fort William instead of 


to Vancouver. 
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Mr. Frawley said the rate from Calgary was 20 
cents a bushel. It is 15.6 cents a bushel to Fort William. 
The rate from Vancouver to Calgary is 12.6 cents 


per bushel, 


THE CHAIRMAN: Q. You mean twelve decimal six? 

A. Yes, twelve decimal six. That means that the 
rail rate to Fort William is 3 cents higher than the rail 
rate to Vancouver. 

If the Wheat Board should find, for any special 
reason, that it must move the wheat to Fort William, it 
would take a lower rate to Vancouver. 

MR. SINCLAIR: @Q. Why would the Wheat Board find 
that they had to move it to Fort William rather than to 
Vancouver? 

Boy Well, they do. 

THE CHAIRMAN: Q. Would it be because of 
elevator space at one or the other? 

A. It could be, but that is not the usual condition; 
it is rather the tonnage available for shipping. That is 
the big point and the controlling factor. 

Q. You mean elevator and available tonnage and 
storage? 

A. Elevator and available tonnage and storage and 
the supply of wheat available. Oh, there are all sorts 
of special complications which come in. 

From August 1, 1949, to March 13, of this year, 
13,220 cars of wheat were loaded in Alberta. Therefore 
practically all in that area C, 13,220 cars of wheat were 
loaded in Alberta for furtherance to Vancouver; and 
4,457 went eastbound. 

When we ask: Why did this particular thing 
happen this year, they say: The particular reason this 


year is that there is quite a bit of low grade wheat in 
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that area, and you cannot sell low grade wheat in Vancouver 
as easily as you can sell it by moving it east. So this 


gets tied up, even with the fact which the Board of 


Transport Commissioners has seemed to neglect, that there 
are some mountains between Alberta and Vancouver. 

I shall now quote the Right Hon. Mr. Howe from 
page 807 of Hansard of this year. 

He had been challenged by some wicked person -- 
I suppose an opposition member, to Say why it was that 
our exports to Britain were going down. Mr. Howe didn't 
seem to feel that the exports were going down unreasonably, 
so he said: 

"My hon. friend knows the reason. He knows that 
the railroads in British Columbia which carry our 
exports to seaboard in the winter months were blocked. ' 

So actually there would be no doubt at all that 
the movement of wheat this year has been influenced and 
that more has moved east than west because of the 
unusual winter in those non-existent mountains. 

And then, on top of that, I would be willing 
to argue that it has been a definite factor by reason of 
the ocean rates and the two routes. 

THE CHAIRMAN: Q. Did you not mention something 
about compensation being made to the shipper by the 
government? 

A. Yes. The government, I believe, out of the 
total fund of the Canadian Wheat Board -- oh, I am sorry. 
I must alter that. I should say out of the fund of the 
Agricultural Prices Support Board. That is right. 

Q. What happens? 

A. The government takes the money so that the man 
in Calgary, whose wheat goes to Fort William instead of 


to Vancouver, does not lose the three cents extra which 
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it costs to move it to Fort William. 

Q. It is refunded to him? 

A. Yes, it is refunded to him through the Wheat 
Board but not through the railway. 

COMMISSIONER INNIS: Q. I think that border 
which is set up on the map 18 not accurate, 

A. No. It shows an unrealistic Situation in which 
we find ourselves when we control one little factor of 
the total transportation charges, the rail rates. 

The rail rates mean that here is this border, 
as far as the railways are concerned, But as far as the 
through rates are concerned, the border is shifting back- 
wards and forwards, if you include ocean rates. 

MR. SINCLAIR: Q. You think that even if there 
was a difference in the cost of moving the grain to market, 
depending whether it went ex Vancouver or ex the lakes, 
that the farmer would not get tha advantage of the saving 
by moving on account of the competitive situation? 

A. No, And he never did. 

Q. Would that be true of the open market? 

A. Yes. That was true of the open market. 

I have seen fellows on the docks at Liverpool 
getting it. There is a lot of misunderstanding about 
wheat marketing. 

Here in Canada we have a beautiful and fine 
system of elevators, storage, controlled rates, grading 
and inspection; and everybody in this country seems to 
think that you will find the same sort of thing operating 
on the docks at Liverpool. 

But there is nothing of the kind in England. 
There you may have a couple of cargoes of wheat of exactly 
the same grade which will sell at different prices just 


because one buyer happens to be a little easier or a little 
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harder than the other. 
The International Wheat Board market is not 
like the Canadian wheat market. 

Q. You mentioned these differing competitive con- 
ditions such as the tonnage of wheat available in different 
positions and the tonnage of shipping. You might explain 
that a little more fully. 

A. Well, you start out, as the Chairman observed, 
with elevator space. 

Suppose you cannot handle the wheat through 
Vancouver any faster than the elevator space permits. 
Now, elevator space obviously is not the primary con- 
dition because there is a perfectly good elevator at 
Prince Rupert, yet mighty little wheat goes through there. 

Q. Simply by building an elevator you cannot make 
a place a grain shipping port? 


A. No. And what makes it one is the willingness 


of ships to op in neue to get the grain. 

Q. And the willingness of buyers to bid for cargo 
Space to haul that grain? | 

A. Yes. And what effects the willingness of the 
Ship operators is: 

No. 1 - That they can enter with a cargo, and 
they will want a cargo to take out. They find that 
preferable to going around in ballast to another port. 
That is one reason, namely, that shippers are available 
for wheat. 

No. 2 - Another reason is that you may be in 
an area in which there is a lot of shipping movement going 
on to different ports, and where it is a relatively small 
thing to move a ship empty in ballast from the point 
where it unloaded its cargo to another port to pick up 


another cargo. 
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These conditions differ in different parts of 
the country and at different times. 

Vancouver is quite an important port. But on 
the other hand, Vancouver is always at some disadvantage 
when compared with eastern poirts, because the North 
Pacific is not so full of all kinds of shipping as the 
North Atlantic is, so that you are not as likely to have 
as many ships coming into Vancouver in ballast looking 
for a cargo aS you are in the case of eastern ports. 

That is one of the reasons. But there are all 
kinds of reasons. I can only give you a few samples. 
That is all. 

Q. Is this a possibility: That by maintaining 
unduly low rates on the rail transportation of grain 
in Western Canada, it does not result in higher prices 
to the western farmer, but rather it enables the water 


carriers to exploit the situation? 
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A. They have been very good from time to time. 

There has been quite a notable affair from time to time, 
that the shippers would cash on very nicely. 

Q. So that there is a possibility that this unduly 
low rate on grain has been softened off to the edvantage 
of a tramp steamer operator or a liner operator on the 
Patar ic, through the Panama C nal and around the Atlantic? 

A. Oh, yes. I would like to mseke it perfectly clear, 
I am not charging that any particular person except the 
farmer gets the money that the farmer hes been inclined to 
think thet he was saying by low transportation charges. 
That may go to the farmer in rare cases; it may go to the 
dealer in grain anywhere on the way -- the many hands 
through which the grain passes; it may go to the ship 
owner, to the inland ship owner, it may go to all kinds of 
people, all sorts of people may get it, but I am pretty 
sure everybody else is going to have sa cut at it before 
the farmer gets any of it. 

Q. Now, the argument has been put forward that the 
Western Canada farmer, situated farther from the sea than 
any other group of important wheat growers, is in particu- 
lar need of low freight rates; what do you say as to that? 

A, Well, it is quite true that the rail haul of wheat 
from Western Canada is longer than thet on wheat from any 
other importent area except the Western United States, 
However, as far as the cost of transportation affects the 
price of wheat, it has to be the total cost of transportsa- 
tion, not only the cost of the rail part of the journey. 
Certainly the Western Canadian farmers are not et a dis- 
advantage owing to high rail rates, never mind what their 
disadvantage is as to distance. The average rate on wheat 
from western farms to water is 12¢ per bushel for an average 


heul of 770 miles. For 3 similer heul in the United 


ee Omed -at -okd .wott bathe. Abi e By 
a whom jewany tt jo cect aman ir eek 

ap kevin nme biS) Sette -rpch hae Ki bs ‘tt 08 bint ar 

Lagudiwebs ould otf °YIO + hpeutal Le ‘aes eae RB £10 ota eet 
ait io -motanege cone. So: seanherrege, sromganta. gmat 8° to 

Cottoe lta ent toe eree | ee teat 9. sonore PERS proces OMELCSS 

analo eidoswog ht oslem Git an hi Esa: t ABEY HO ch, 
it qQaoK FORRAT | srolnskeeed NG aon “athgedo son me“ - 


od Sonbhont, wesd -aert toner) si Pers: s¢eetom one eaten tentret 
Segre. rit eareogarinnd eet el ary. 08 RaW: wd Bett planet 
ait of og em ond Reed “Sse eth wanes: ann oe O38 oe tect, 
ebaaul ayetern BET eee ew eee tS eeppsinggens wibecg at ei Leeh 
Ghia. any ad) Om — EE neater ML. ane ieee dawornd 
“Jo +8 Dat tot EL ot: og agen wee LES “eile rhadcick ort icat Soave. 
Merge cL ted wet om em iqoey 20 ages ts . pais: . 
Jee Ted Ht oe ave 9. etetlod enter et enle xborereve ome 
iW ) ek sho Vite ates seagungens entt 
pelt. beitd: “ber ae a sug. pneneS ae orl eamengee - ei3  ~woOUN iD 
se ce sou ort wot) vtonkgreh Shed: SHS LE, sgmre' - -gbqerad ete 
“i toveg nik. pt . .eowone sheew itmerttonmt yo .gqver:-erito gets 
Stead ef 26 Xee vor i opts) eaten rigtosl wol to rbesn teat 
dseetw “to Ave Tbe et hans oagd ad top SQL :IE ilew vA | 
(Ne OTT steer: nes -artt fend -cagnol -st-ebensd awiedaeW mort 
| nate) hotlist rene tnew idl dyson tore trediogae : agitto 
a cult sad nO'e 56 Easiarromcreerd “0 MOO . eet 29 <reet BS .~aavenon 
~adtoqanen? to. ago ifeite.9 al od OF -gtel oe asd conte ‘To: On.ke 
 .wanensel,, exit “Ao dasy Hiker eet cle tees anid ehne ston cnt 
if +320 8.98 show ee erway ite Lbens9. sruetegw net wag iD | 
ia liad ‘Dsthan : Revere seattet | oer egdat oF casts. A aiadhing 


| ; | f ie : i 
cay eee oh Uk r Ba oat eer fal g 


-18094- Mr. Armstrong 


States the sverage rate -- I propose to offer special 
evidence on this point, but I should like to mention it at 
the moment -- the average rate ig certainly more than twice 
that. A typical rate in the Argentine Republic is 19.3¢ 
per bushel for 186 miles, 

THE CHAIRMAN: Q. Is that the longest haul there 
is in the Argentine? 

Bay Well, itis one -of the longest hauls, sir, because 
Argentine wheat very largely moves from inland points to 
rivers, you see, on its way out. In the State of Victoria, 
Australia, there is en average rete of 6.76¢ per bushel 
for an average haul of 180 miles. I made attempts to 
obtain other rates from other countries, and we have had 
the greatest difficulty in doing it, but those are bons 
fide figures which we obtained fron accredited sources, 

So as fer as transportation is a factor in wheat prices 

at all, the Canadien farmer is certainly at no dissdvantage. 
He is the best situated in the world to the extent to 
which that helps him. The present situation in which the 
farmers of the Western United States are getting more for 
their wheat on the farm than Western Consdian formers, 
eienoush freight rates in the United States sre at least 
twice as high as in Canada, would certainly go to indicate 
that rail rates are not the major item in fixing the price 
which the farmer gets for his wheat; they sre an insignif- 
icant part of it, 

MR SINCLAIR: Q. In view of your evidence, Mr, 
Armstrong, and your knowledge of Western Canada, how do 
you explain the very deep-rooted belief among Western 
Conedian farmers that the maintenance of the Crows Nest 
rates is the one great matter of importance to them? 

A. Well, you know, it is a tradition; it is almost a 


superstition, It is not the result of serious study of the 
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problem. Everybody has been told that by his father and 
his uncle, and he goes on being told that, and he tells 
his son thet -- "Look at the Crows Nest rates; these 
Wicked fellows are going to teke them away from us." But 
Le ee a Superstition, you see, Western farmers hear the 
price of their whest quoted at so many cents per bushel et 
Fort William, Everybody in Western Coneds knows that. He 
knows the price at Fort William is so much, end--- 

Q. He gets it over the radio every day? 

A. Exactly, all the time, Now, he knows that et oa 
certain point in Western Canada he will pay so many cents 
per bushel for reil rates to Fort William, so he knows 
positively that he gets the Fort Williem price thet day 
less the rail rate to Fort William, and you can't convince 
him that he doesn't, because he knows he does, and he knows 
that Farmer Jones a little ferther down the line pays more, 
or Farmer Tompkins in the other direction pays less. So 
he comes to the single conclusion that all the world depends 
on the Fort William price less the rail rates, you see, 
Now, that is a very natural wey to feel. Then you must 
remember that this Situation, this story, has offered 
blessed opportunities, you know, for people who, for good 
or bad reasons, would like to be populer with the western 
farmers. It is a wonderful story to tell. I have never 
attempted to run for Parliament, but I cannot imagine a 
better platform on which to run in Western Canada then to 
show the western farmer that the Crows Nest rates are the 
palladium, the shield, which stends between him end disaster, 
Mind you, I am not charging people with deliberate mis- 
statements. 

MR MACPHERSON: I do not think, Mr. Chairman, there 
is any suggestion of even insinuating it, because the fact 


is true in Western Conada, certainly in my province, that, 
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irrespective of sny man's political belief, he has the 
deep-rooted view as to Crows Nest rates, and does not 
regard it 3s a Superstition; snd I went to Say that we do 
not even appreciate the insinuation that there is some- 
thing ulterior or sinister in the attitude thst is adopted, 

MER SINCLAIR: fT think, Mr. Chairman, that Mr, 
MacPherson, if he will Just wait e little while, will see--- 

MR MACPHERSON: I have waited long enough. 

MR SINCLAIR: Now, just a minute, Mr. MecPherson. 
If he will just wait a little while he will see thet our 
evidence here is being advanced to show that, irrespective 
of what they may believe, the fects ere that it does not 
happen the way they think it does. Now, whether thet is 2 
result of father telling son, or whether it is a result of 
Mr. MacPherson telling him, makes no difference. 

MR MACPHERSON: My objection--- 

THE CHAIRMAN: Mr. MacPherson, the witness maybe 
is a bit lurid in his description of this case, but he is 
giving it. You will have every opportunity thet you desire 
to cross-examine upon it. 

MR MACPHERSON: I realize that, but I wish to 
register my objection to the suggestion that people were 
deliberately supporting this ss charlatans in our country, 
which is not true. 

MR SINCLAIR: There was no suggestion of that. 

THE CHAIRMAN: You will have, I think, e more 
effective opportunity in se little while. 

MR SINCLAIR: Q. Now, Mr. Armstrong, from what 
Mr. MacPherson has said, you see the situation, and, 
assuming what you say is right, the farmers may still be 
convinced thet you are wrong, and I think that you will 
edmit that it is going to take us a long time to persuade 


them to any different view. Now, under those circumstances 
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ee and TF think they have been pointed out very adequately 
just now -- you must, I Suppose, have some situetion in 
mind or some proposal to deal with the situation? 

A. You see, that is 5 very difficult question, it 
comes so close to discussing political methods in a demo- 
cracy, because there is nothing improper in 2 men offering 
the western farmer the srgument that the Crows Nest rates 
ere important if he believes it. There is no good reason 
why he should not, I think it msekes an excellent argument 
to offer, if you believe it, ss Mr. MacPherson does. So TI 
am not suggesting that I Should be ssked to explain how I 
am going to cure the farmers. If Mr, PacPherson and myself 
agreed about this ond we Stumped Saskatchewan together, we 
might change their minds, but thst is going to be difficult, 
SO what we have to do igs to get down to ‘realistically con- 
Sidering whst are the difficulties of the western farmer 
end what we can do about Lt, 1 say certainly not freight 
rates. Now, what are his difficulties? Has he got diffi- 
culties? Whet can we do about it? The farmers of Western 
Canada know -- they are not fools -- they know what happens 
to them when the price of wheat goes to disastrously low 
levels. Some of us in this room must have been on the 
prairies during the great drought and depression, and anyone 
who wes on the prairies in those yeers and did not reslize 
thst the Western Canadian former was suffering, why, he must 
have been blind. There were such people, blind people, but 
they could not see that the western farmer was suffering. 
There is 9 thing that we have to face; the western farmer 
went through this. Now, whst are we going to do about it? 
Too few of the other people of Canada fully realize the con- 
ditions there, nor do they realize to whet extent the 
disastrously low levels for wheat on the preiries were 
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sorts of other Cansdisns in different parts of the country. 
I saw men by the hundred on the street in Montreal because 
of the drought and depression on the proiries, 

Now, the answer is that the most profound 
believer in the over-all wisdom of mainteining free markets 
and letting prices rule the economy is bound to see that 
this is one place where there is 2 higher law than eny law 
of economics, and we cannot ever permit @ recurrence of 2 
disaster of that nature. Even the most profound believer 
in freedom of markets has to see that western fermers still 
have to sell their wheat in the world market, in which they 
can be accorded no sort of protection by the government of 
their nation, While, broadly Speaking, the rest of the 
economy of Canada has been sheltered to no small extent 
by tariffs. Now, I om not going to get into the argument 
88 to whether tariffs sre right or wrong; there is 9 fact, 
The Canadian economy--- 

MR FRAWLEY: Thet wes not in your notes, I suppose. 

MR SINCLAIR: There sre a lot of things not in 
my notes, Mr. Frawley. 

THE WITNESS: Might I make 2 short statement at 
that point, Mr. Chairman? Mr. Frawley has now suggested 
that we are dealing with notes that are prepared. Yes, 
these notes have been prepered, by me. These ere my 
Opinions as asked for by my client, the Canedian Pacific 
Railway. I prepared them, and I am adding to them any 
other opinions thet occur to me as being interesting for 
the Commission. This is not something thet somebody has 
given me to read, It is not s brief in any sense, 

MR FRAWLEY: Mr. Sinclair did not give you all 
those notes; I am sure of that. 

MR SINCLAIR :- Not at all, 

MR FRAWLEY: I am sure of that. 
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THE WITNESS ; The Canadien economy is so geared 
to the production end sale of wheat that it has been quite 
impossible at eny time to make the Suggestion that the 
only thing to do is to let the Sub-marginal fellows be 
pushed out at the bottom till the production of wheat is 
reduced by sheer hard times. Thet would be a disaster to 

this nation and to the world. The world is largely 
dependent on the Supply of Canedian wheat, and the Canadian 
economy certainly is dependent on its production end trens- 
portation, end it must be kept going if we can possibly do 
So, for the most overwhelming reasons, So, however much 
enyone may detest the idea of Subsidies, there is 2 prac- 
tical and overma stering necessity to use subsidies of some 
Sort if and when the time comes et which Canedisan farmers 
face a price disaster, The important point thet I am try- 
ing to rub in is thot the ides of Subsidizing western 
farmers in respect of wheat production by foreing Canadian 
railways to carry wheat at abnormally low levels is 2 poor 
one. It is the poorest form of subsidy of which I cen con- 
celve. It is difficult for me to imagine - less effective 
form of subsidy, a less certain method of protecting western 
formers against disaster, 

THE CHAIRMAN: Q. Are you not seying throughout 
that it is not 2a subsidy at éll, because they do not get 
éeny benefit from it? 

A. That is exactly why I say it is the worst kind of 
Subsidy. It is an attempt to subsidize him, but it is in- 
effective, sir; it does not Spouse the results which sre 
hoped for. 

THE CHAIRMAN: Well, we will adjourn for a few 


minutes, 


(Recess) 
(Page 18101 follows) 


a 


3 Rog + a 5 . = . 
: P ax, a — t 
7 . oF “s a . 
= . 5 Tet 4 ~ 
paee & 2 s 
e au oe 
: ee : k, 
° : owe st 
as ee a3 ae ? y 
: = . : . ay a d 
f< . ae = 4 y SS . 
ted : - : 
’ = + 
S % ‘7 i a bj 
Pee awe t 
oe ee me - 
ate me Z - . 
ca e & he me 
‘ Py > Po 
2 . 2 ae 
ee = a F. 
> -— Y 
om Ei = ae 
: 2 ts bane 
: 3 EAL ing ~ 
‘: load aS) . if 
3 i ere a > re. 4 
2 es papeet ~ 
ie ee =e oe Mey 
Ae £3 3 : ce 
= = fed cs, ae 
a a % ~ 7 set bal 
& i Bae == Besa 
= ing | \ a 
v2 = : 
ca oa > F 
; a ‘ ae wt 
“A 2 ; 
ae Be . 
“2 os : 
wae faa 
<> . “as ae 
* th . 
2y re ; 
ees aad " os 
a ; . ic 
Sou # . 
sa 4 ‘ a Me 
. : : ra) ts & 
- ise ay pr 
: =: eo ¢ 
sd 
“ oo 


FSL 


-18101- Mr. Armstrong in Chief 


-~-On resuming: 


MR. SINCLAIR: Q. Before recess, Mr. Armstrong, 
you had been discussing the depressed conditions in Western 
Canada arising from droughts and world-wide depression, 
and the fact that the farmers must have some protection 
from those conditions Se eo €ver do return, and you 
were pointing out that/-use of one factor in the trans~ 
portation cost was @ very poor way to help the western 
farmer. I would now ask you to give the Commission your 
Suggestion as an alternative to that undue low rate as 
One factor of the transportation cost? 

A, I am afraid, Mr, Sinclair, that my own suggestion 
is that we must get on with the enormous task of con- 
vincing the people of modern nations that they have been 
neglecting their agriculture to a dangerous extent and 
that there must be a fair deal for the &rmer all around. 

Now, there are two specific methods Which might 
be applied at the present moment and about which there is 
much argument. One method is to prevent another price 
disaster by international sales agreements. That 
experiment may succeed or it may fail. If this be the 
correct way of handling the situation then the protection 

ts obtained by the Canadian government selling 
Canadian wheat at a peice which will enable the Canadian 
farmer to obtain a reasonable return for his wheat after 
paying normal costs of production including the normal 
transportation charges. 

Q. That is, in those cases where the transportation 
charge is paid by the farmer that must be a factor which 


the government should take into account in fixing the price 


of wheat. 
Aa Certainly. If, on the other hand, this method 
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should not prove satisfactory, then in the more or less 

experimental stage the alternative would be of course 

to permit Canadian wheat to be sold in an open market 

with protection against a price disaster by the national 
to the farmer 

government guaranteeing a floor price/below which the 

price of wheat would not be permitted to go, 

Q. Those are two possible methods. Have you in 
mind any other? 

A. No, I don't know any other method. In neither 
of these methods does it appear that there is any useful 
part played by the establishment of an abnormally low 
rate for rail transportation of wheat in Western Canada, 
The problem is far too great to be dealt with by such 
a clumsy expedient by seeing that Canadian farmers can 
Ship wheat for a few cents less than is reasonable. 
Remember that incidentally these Canadian farmers share 
with all the rest of the Canadian people in having to 
provide the railway companies with higher rates on 
other products with the result... 

Q. That is proportionately? 

A. ear ee amount by which wheat rates are not 
remunerative must be transferred to them through higher 
rates on other commodities that are inbound or outbound? 

A. To them and the rest of the Canadian people as 
Canadian citizens. There is no use in arguing that 
Canadian farmers should be able to ship wheat for a 
few cents below the normal rate and pay higher rates 
On other products. 

High rates on wheat are not convenient or 
practicable. The proportion of the problem should be 
kept in mind. What this nation has to be protected 
against is the condition in which wheat will sell at 
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thirty, forty cents a bushel, -= that is what we must 
protect the nation against. Not Only the farmer, the 
nation has to be protected against that, so that the needed 
protection as it would have had to be applied during 
the great depression, is a matter up to a dollar a bushel 
or more. 

THE CHAIRMAN: How can you protect the nation; 
the nation cannot protect itself? 

Bs What I am trying to S8yis this, that a price 
disaster to the farmer is a national disaster involving 
all of us, it involves every citizen of Canada sooner or 
later and for that reason I say we must protect the 
farmer as a part of a necessary national policy. 

MR. SINCLAIR: And that is why if there is a 
free market there has to be a guaranteed floor? 

A. Yes. Now, remember I do not like guaranteed 
floor prices, I do not like subsidies, I am a believer in 
a free market economy;but I draw to your attention once 
again that the western farmer has to sell his wheat 
in an unprotected market in the world while he lives 
in what is very largely a protected economy, and so 
important is his problem to all of us that in no circumstances 
can we allow doctrinaire devotion to freedom of the 
market to incline us to refuse even unorthodox measures 
to protect the Western farmer. 

THE CHAIRMAN: Are you quite right in saying 
he is selling in an unprotected market in the world? 
Did you not point out that the nations of the continent 
did protect the market, and very safely, too. 

A. Yes, but he is selling in a market in which 
the Canadian government, his government, cannot control 
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THE CHAIRMAN: But he is selling in that 
market. 

A. That does not do him any good. It may protect 
the farmer in Germany, for instance, but it makes it 
more difficult for the Canadian farmer. 

THE CHAIRMAN: But the point is he did sell it 
in a protected market, 

A, He did but he did not get as much for it as 
if he had a free market in Germany. 

THE CHATRMAN: / ‘te sold it in Britain too? 
Pay million bushels of it? 

A. Yes, that is a free market. 

THE CHATRMAN ¢/ “He sold in those same years 
about fifteen million bushels in Belgium? 

A, Yes, in a protected market. I think it was more 
than fifty million bushels in Britain, it is consumed in 
Britain, they are now buying 140 million bushels a year. 
Even in those days we sold in Britain 150 million: to 
250 million bushels a year for British consumption. 

; THE CHAIRMAN: What I am a bit worried about 
now is how far we are going in this, this is getting into 
an inquiry on wheat. 

What is the case you want Mr. Armstrong to make, 
Mr. Sinclair? 

THE WITNESS: This is in support of the Canadian 
Pacific contention that the Crow's Nest rates can be 
freed from statutory control without involving a disaster 
to Western farmers. 

MR. SINCLAIR: A number of briefs have been 
filed =-- by the U.G.G. the Western provinces and so on =« 
and I will ask Mr. Armstrong shortly, after I have laid 


this basic material, to direct his attention to some of 
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the statements that have been made in these briefs 

and which have been put forward as views to this Commission 
as to why rates on grain should be fixed by statute and 
why they have to be Kept low. 

Q. Now, would you, Mr, Armstrong, summarize your 
Views that you have been giving us during the last few 
minutes? 

A. Abnormally low freight rates on wheat are a 
Clumsy, inadequate, ineffective method of giving 
assistance to wheat growers in Western Canada. It is 
uncertain and most improbable that any reasonable 
increase in these rates would actually be paid by the 
farmers. Any alterations in rates chargeq 0n export 
wheat from Canada are far more likely to be absorbed by 
Ocean carriers than to affect the pocketbooks of western 
grain growers. If protection for the western farmer 
against price disaster is required, it should not be, 
in my opinion, in this direction. 

ae Now, Mr, Armstrong, in view of the fact that 
we have these submissions from a number of western 
provinces and organizations, I would ask you to direct 
your attention to them, ee first, to that brief which 
has been filed on behalf of the three prairie provinces 
of Alberta, Saskatchewan and Manitoba, 

COMMISSIONER INNIS:/ Are you in favour of sub- 
Sidies but not subsidies paid to the railways? 

A. I say that in an emergency, a wheat emergency 
such @s8s we have had in the past, there have to be sub- 
Ssidies but not through railways. After all, there are 
three ways in which a western farmer can be poor: a 
western farmer can be poor because of incompetence, 


lack of thrift, wastefulness == like any of the rest of us == 
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in such @ case we cannot do much for him, I am afraid; 
the western farmer can be poor == might I, to save the 
feelings of my friends from the West say that this is 
more infrequent among western farmers than in any other 
part of Canada, they are all the best citizens -- as 
I was saying there is the second form of poverty which 
may arise from drought. Now, that is Obvious. You cannot 
take care of that at all by giving & subsidy on production 
either directly or indirectly through freight rates, 
even if I am wrong and the freight rate subsidy would 
help the farmer, 

SO you come now to the third and major question, 
in my opinion, and that is the broad Question of how to 
see that the western farmer gets an income overall, 
proportionate to his activities as compared with the rest 
of the community. Now, that is as T say, & secular proe 
blem, it is a world-wide problem. 

COMMISSIONER INNIS: That is very much your 
position as you put it before, Mr. Evans? 

MR. EVANS: Oh, yes. 

THE WITNESS: That is the point. I do not 
think it is much good trying to give it time in this 
Specific way which won't work, particularly if the 
m@n who is hard up because of drought and which, in 
any case, is so inadequate == what can you do with a 
few cents @ bushel when the problem is one you measure 
in dollars a bushel between success and failure? 

MR. SINCLAIR: Q. You mean thirty, forty, 
and fifty cents as compared to a dollar a bushel? 

A. Yes. 
o Turning your attention to the brief of the 
prairie provinces on grain, do you think the present 


system of rates on grain corresponds with that which 
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the agreement of 1897 was intended to bring into effect? 

A Fortunately, there is complete agreement between 
the brief and myself on this point because the brief 
denies that. It points out that the original rates as 
provided by the former Crow's Nest Agreement applied 
Only to points on the lines of the Canadian Pacific Railway 
Which = were in existence at the time when that former 
agreement was signed. The amendment to the Railway Act 
of 1925, of course, terminated the agreement in my opinion, 
extended the grain and flour rates established under the 
@reement to all railway lines in Western Canada, and 
bien On top of that. «. 

Q. And to all shipping pointer Liss: and on all 
lines of railways, Canadian National, Canadian Pacific, 
Canadian Pee sre suari: after 1897 as well as those built 
proprior to ae i Now, on top of that in 1927 by general 
order 448, ee Board of/Railway Commissioners, it was 
directed that the rate should also be applied to grain 
moving to Pacific ocean ports for export, although the 
former Crow's Nest Agreement which was terminated at 
that time, in 1925, covered Only grain and flour eastbound 
to the head of the lakes. 

Q. You have stated that the brief is in 
agreement with your statement on that point, and it is 
admitted in the first paragraph of the brief, where I 
read: 

"Though their field of application has been 
expanded by legislative action in certain directions 
it has been restricted in others, with little 
possibility that the balance of advantage or 
disadvantage from such adjustments can be 


appraised with any degree of accuracy." 
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Have you any comment on that? 

A. This is a correct statement of the economic 
consequences of the public policies which have been 
followed in this case. It is a correct description of 
the situation. As the brief points outs the Crow's Nest 
Pass Agreement was suspended, I think, in 1918. 

Q. That is correct, 7 

A. It was suspended in 1918 ana it was never brought 
back even into theoretical effect. It Was replaced by 
an entirely new system of rate regulation having no 
relation to the former Crow's Nest Agreement. So I say 
that economically Speaking, the Agreement as made 
Originally does not establish rates on grain and flour 
in Western Canada from points on lines which were not 
in existence at that time. I think it is a very mistaken 
picture to say, as the brief does say, that they were 
established by a voluntary agreement between freely con- 
tracting parties. 

Q. Now, Mr. Armstrong, have you any further comments 
on the economic arguments set forth in the brief of the 
prairie provinces? 

a. Yes. on eee 5 and 6 of the brief, the argument 
is built up that prior to the former Crow's Nest Agreement, 
construction of the Canadian Pacific did not provide the 
West with adequate opportunity for agricultural expansion 
because rates were not controlled. It was argued that 
the agreement had to be entered into in 1897 to correct 
the situation. That statement contrasts with the 
statement later in the brief intended to prove that the 
rates under this agreement were never of economic effect, 

Q. Any further comment on the brief? 


Ae, Yes. It surprisingly to me makes no attempt 
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to establish Economic value of the SO=-called Crow's 


Nest rates, On page 20 the statement is made that the 


Crow's Nest 8rain rates represent established national 
policy, the alteration of which would be ruinous to the 
wheat-growing areas, 

Q. That is a quotation of the first sentence on 
page 20 of the brief. 

ie That is an economic doctrine which I find it 
difficult to accept. It has also been pointed out that 
rail transportation charges averaging twelve cents per 

bushel on wheat can scarcely be a major factor in deciding 
the economic fate of Western Canada, 
THE CHAIRMAN: Q., Tf you increased that charge 
to twenty cents a bushel, it would not make any difference? 

A. It certainly would not decide the economic fate 
of Western Canada. 

Q. That is not the point at all. 

A, That is what they are saying. 

Q. I am just wanting to know what you are hinting 
at. I think if I have understood you so far it really 
does not matter what freight rates are paid in Western 
Canada, that the world market absorbs them anyhow. ; 

A. Within reasonable limits, I would say the weight 
of ae is all in that direction, to the extent you do 
increase rates in Western Canada, you are not going to hurt 
the western farmer at all. 

Q. Can you tell us what a reasonable limit would 
be? You have given us a@ figure of twelve cents per 
bushel. What would be a reasonable extension of that 
figure without making any difference in the return to 


the western producer? 
A, That is, sir, a matter that would have to be 
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set by market conditions, but I can only say this, 

that any new rate 
On grain which replaced the so-called Crow's Nest rates 
would have to be worked out by the railways, the interests 
affected and the Board of Transport Commissioners. 

Q. It must be, then, a delicate subject to inter- 
fere with? 

A, It would be a problem to be dealt with very 
carefully because anything wateh affects a large industry 
must be dealt with very carefully. But I would say this, 
according ot Eee calculation, it would be only 
reasonable to double these rates, it is not a wild one. 
The outlook as I see it at the present time, I am not 
alarmed over that. I say the thing will have to be 
Studied carefully and I hope almost prayerfully by 
the Board of Transport Commissioners, the railways, 
and by the interests concerned, with the one object of 
getting fair treatment for the railways without en- 
dangering the interests of the farmers of Western Canada, 

Q. Then you cannot dismiss the desire of the 
western farmer to keep those rates as they are. Just 
offhand you admit it is something that may have an effect 
on his price? 

A. It may. You see, I am very doubtful, 

eee How would you fix any rate unless you have 
a lot of people with competent knowledge to consider 
it all very carefully. Therefore, you must admit there 


is a@ question. 


A. Suppose you said to the railway companies 'Now, 
we have repealed the statute and you fellows go out and 
get what rate you can on your wheat',well, suppose, 
in a moment of lunacy,speaking in terms ae the present 


conditions, we said, 'All right it is dollar a4 bushel, 
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the average rate in Western Canada. ' Well, there could 

be no doubt to any reasonable man that such an increase in 
rates would unfavourably affect our poitee to sell 
Canadian wheat abroad at prices where they are. On the 
other hand, with world prices where they are, I would 

say quite a substantial increase could be given at the 
present time without any danger of upsetting the apple- 


cart. 


(Page 18117 follows) 
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MR. SINCLAIR: By that you mean passed on? 
THE CHAIRMAN: Q. You would not say how sub- 
stantial? 

A, I think that is a matter which would require most 
careful consideration. I must be very careful. 

Q. Might not such consideration show that the rates 
Should be even more? 

A. That is extremely improbable, in my opinion. 

And we should remember that the Board of Transport, as far 
as I know, could move it to any level it likes, “Am I 
right in that? I mean the grain rates? 

MR. SINCLAIR: They cannot now. 

MR. EVANS: They could not make it unreasonably 
low. 

THE WITNESS: Well, that is what they are there 
for, to see that justice is done to everybody concerned. 

THE CHAIRMAN: Q. I think that your present 
State of mind is that any increase in these rates is a 
matter which might have some effect on the markets. 

A. If carried to a certain point, yes. 

Q. Yeu say you would not do anything at all without 
having this consultation, this conference? 

A. Yes. I agree with that thoroughly, although I 
would personally take the responsibility tomorrow, for 
example, should I be given the responsibility of raising 
the rates on wheat in Western Canada by several cents 
per bushel, and I would be confident that I was doing 
right. But there are the lives of 250,000 families 
involved in this, so therefore I would like my judgment 
to be verified by others, and given the most careful 
eonsideration. 

Q. Does that mean that there should be a recon- 


Sideration and special study of that one subject, whether 
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or not those rates were changed upwards or downwards, 
without causing some injury to the raisers of wheat? Is 
that as far as you are going? 

A. I have made a Study and I am convinced of it. ang 
I am trying to convince others that that is the situation. 

MR. SINCLAIR: Q. Isn't this the position: That 
irrespective of whether an increase is made, and the fact 
that the western farmer -- I think the witness! stand is 
this: That the rates should be compensatory to the rail- 
ways, Should be remunerative, and that if the farmer needs 
assistance, that that should be done by the government, 
and not dealing with transportation. 

THE CHAIRMAN: That is a matter of policy which 
really is another consideration. 

Mr. Armstrong started by pointing out to us 
that these rates are really not by any means as important 
as we think they are. 

MR. SINCLAIR: Quite so. 

THE CHAIRMAN: And as affecting the world price 
of wheat, if we could stick to them, we might get some- 
Wwoers, 

MR. SINCLAIR: I think, sir, that he also, if 
I may recall this, showed that he realizes that there 
was a very deep rooted feeling among the western farmers 
that they were of benefit to them. That of course is a 
factor which must be taken into consideration. 

THE CHAIRMAN: He said it was only a superstition. 

THE WITNESS: A deep superstition, sir. 

MR. SINCLAIR: I think the Canadian Pacific 
recognizes that there is very deep rooted feeling among 
western farmers that the Crows Nest Pass rates are to 
their advantage. But we say that that understanding or 


feeling of theirs, which I certainly think is there and 
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is honestly held, is not in accordance with the facts in 
Some circumstances, possibly much of the time, and 
depending, as I think the witness has pointed out, on how 
much the transportation factor is raised, and of how great 
importance it is in the total transportation cost of the 
movement of grain from the farm to the market in the United 
Kingdom. The European market is the basic factor, and 
the International Wheat Market. 

THE CHAIRMAN: Q. Mr. Armstrong goes this far: 
He says that he would increase the rate by a few cents, 
without any fear or tremor? 

A. Quite so. 

Q. That means that you think in that case the market 
would increase by that 3, 4 or 5 cents? 

A. I believe that, at the present time, 

Q. Do you think it would have any effect on Fort 
William quotations? 

A. This consideration would only arise upon the 
termination of the present international agreement and 
the negotiation of a new one, or the re-opening of an 
open market. 

Q@. But as you pointed out a while ago, even today 
the prices are arrived at by negotiation? 

Ae Ene 6 iene 

Q. And for very large quantities of wheat; and all 
these factors are considered. You told us that. 

A. That 18) vient. 

Q. And you think that an increase of a few cents, 
as you put it, would not make any difference to the total 
price? 

A. Iam confident of that, at the present time. 

Q. Is it possible at all to draw a line anywhere 


and to say that above that line the market would not 


vee 
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absorb it? 


A. I would like to Spend a few months in Europe and 
have a look at the condition of the rickyards on European 
farms. 

MR. SINCLAIR: There is this very major factor 
which must be kept in mind: That the Board of Transport 
Commissioners, if they had jurisdiction over grain rates, 
would have to find that they were reasonable, and they could 
not arbitrarily, and they would not arbitrarily set rates 
On grain irrespective of reasonableness, irrespective of 
the reasonableness of those rates; and that would include 
reasonableness to the western farmer, 

THE CHAIRMAN: But if the reasonableness to the 
western farmer again, as Mr. Armstrong says, if it again 
resulted in an inadequate rate to the railway, what would 
you do about it? 

MR. SINCLAIR: I would say that the position of 
the Canadian Pacific, which was every carefully considered, 
is that the rates, should that situation come about that 
they are higher, and are reasonable to the railways 
are higher than would ordinarily be reasonable to the 
western farmer, then that is a situation in which national 
policy must come to bear on the situation, and in this 
Situation the western farmer does need assistance. 

THE CHAIRMAN: That is just what you said all 
along. 

MR. SINCLAIR: Quite so. 

THE CHAIRMAN: Are we getting any further ahead? 

MR, SINCLAIR: Except this: I think this witness 
clearly demonstrates that keeping one segment of the total 
transportation costs low does not always benefit the 
western farmer and does not put money in his pocket. I 


think that is the major point of this evidence. 
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Consequently, by keeping it low, the Canadian 
railways are having certain of their revenue drained off 
by statute and handed to Ship owners and dealers outside, 
or consumers in Europe, or wherever they may be. I think 


those are two major reasons why we have brought Mr. Armstrong 


here. 


THE CHAIRMAN: I see. You have very many argu- 
ments, of course, and cne of them is that all freight 
rates ought to be compensatory? 

MR. SINCLAIR: Quite so. 

THE CHAIRMAN: But I thought you were starting 
out to say that freight rates do not really matter to the 
Shipper in this case, and that includes western Canadian 
wheat. 

MR. SINCLAIR: Under some circumstances and 
much of the time that is true, as long as the rate is not 
arbitrarily set at some unrealistic level. 

I think Mr. Armstrong has made it clear that 
if the rate is set arbitrarily at some unrealistic level, 
tnen, Of course, 1t wil? have an effect. 

I think that is pointed out also by this 
evidence: That there is one market, an international 
wheat market; and I shall ask the witness further questions 
to show that in the United States where the rate has been, 
we will say, twice as high, that it has not inured to the 
disadvantage of the American wheat farmer. 

I now feel, with that background, that I would 
like -- and I think it would be helpful to the Commission -- 
to have Mr. Armstrong's views on some of the statements 
that have been made in these western rates. 

THE CHAIRMAN: Very well, go on. 

MR. SINCLAIR: And I would say, and I think it 


is the most important point which Mr. Armstrong has just 
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made, that this evidence which we have led now has not been 
dealt with in these briefs, 

THE CHAIRMAN: In what? 

MR. SINCLAIR: In these briefs. They do not deal 
with the economic factor cf fixing one sector of the trans- 
portation costs. They say that the point the farmer is 
interested in is the price of wheat, and they leave it at 
that. 

MR. MacPHERSON: That is a matter for argument, 
and entirely for argument. 

THE CHAIRMAN: I would like in the case of the 
witnesses to confine the evidence to what is really evidence, 
be it expert or inexpert, in order to furnish the subject- 
matter of argument at the proper time. 

MR. SINCLAIR: That was the sole reason for our 
calling Mr. Armstrong here and putting this question to him: 
to bring forth evidence, factual and opinion, based on his 
experience, which has been over a good many years, namely, 
the special study of grain, for the help of the Commission. 

THE CHAIRMAN: I thought that Mr. Armstrong's 
thesis as he announced at the beginning was: That the 
freight rates in Western Canada have, I think he said, 
nothing to do with the price which the farmer gets for his 
wheat. 

Now he says they are unreasonable. Does that 
modify the whole proposition which says that the price that 
the Canadian railway charges on wheat haS some effect in 
the markets? 


MR. SINCLAIR: I do not think it has ever been 


Suggested. 
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THE CHAIRMAN: TI mean, has some effect on the 
producers, 

MR SINCLAIR: I do not think, sir, it has ever 
been suggested by the Canadian P cific or any of our wit- 
nesses at any time, 

THE CHAIRMAN: You are proceeding to show that in 
their statements in some of these briefs those who have 
compounded the briefs have given wrong reasons for their 
belief; is thot it? 

THE WITNESS: Yes, 

MR SINCLAIR: What I think, sir, is that these 
briefs are directed to the effect of the necessity of 
maintaining these rates by statute; thet is point l. 

Point 2, also going through these briefs, is that they 
must remain at their present level; that is point 2, Ana 
it is the reasons that they advance in support of that 
proposition, as I understood your lordship's direction 

to be wthat our evidence on grein was limited to the question 
88 to whether grain rates should be fixed by statute or 
whether they should be allowed to come within the juris- 
diction of the Boord. We say they should come within the 
Jurisdiction of the Board; basic to that suggestion, that 
recommendation of ours, that we are asking the Commission 
to accept, is the fect that the retes will be reasonable, 
reasonable to the farmers of Western Canada and reasoneble 
to the railways at the same time. 

COMMISSIONER INNIS: Do I assume from that that 
you are willing to have the Boerd discuss economic factors, 
When you talk about reasonableness to the farmers? 

MR SINCLAIR: Well, on 8s matter the size of 
grain, and especially western grain, I do not think, sir, 
that you can deal with the problem without giving some 


effect to what I think are truisms, economic truisms, and 
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I think thet the Bosra, competent members that they are, 
can quite easily weigh them, 

COMMISSIONER INNIS: You do not think that means 
@ retreat from the position thet you generally hold, that 
the Board ought not to be oa planning body? 

MR SINCLAIR: Well, sir, when you say that, I 
recall the Canadian Pacific position les been that rates 
should be fixed on the value of service principle. Now, 
the officers of the company who fix rates and the Board 
must give some effect to considerations such as I am sure 
you have in mind, Dr. Innis, in fixing whst is 9 reasonable 
rate, and I do not think, with respect,.sir, that I am 
withdrawing from any position that I have been in or which 
I have heard the company--- 

THE CHAIRMAN: If you remove those restrictions 
on the Board from it, you Simply keep the Board then in 
the position in which it is in respect of freight traffic. 
It must fix just end reasonable rates. I think then your 
argument is that that might very well be done without 
hurting in any way the grain shipper of Western Caaada, 
because, as Mr. Armstrong says, the rates he pays locally 
to the railway have, I think, no effect on the price from 
which the Fort William price is regulated, which is the 
world price in other countries. 

Q. Isn't that it? 
AY Yes) sir 2 

MR SINCLAIR: Quite so, with the modificotions 
that he put in, yes, sir. 

THE CHAIRMAN: Then, you see, he departs from 
that now. He says you cannot fix freight rates there 
unless you first heave a conference of all sorts of inter- 
ested people to make sure that you are not putting them too 


high. That ts going fer beyond saying just let the Board 
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fix them, 

MR EVANS: I was going to venture to suggest, 
with respect, thet there is no inconsistency in whet Mr. 
Armstrong has said, Whst he hes ssid is thet rates can be 
reasonable, Now, he hag not Said that rates have no 
effect. We have never asked that anything should take 
place but that the Board Should have the power to decide 
what is 2 reagonable rate, in deciding which it would also 
decide Something which is reasonable both to the railway 
and to the farmer, Mr. Armstrong has never, with respect 
I suggest, departed from that in principle, and he has not 
Said that no rate would be unreasonable. 

THE CHAIRMAN; Well, I thought he came very near 
to saying that roetes were reasonable so long ss the wheat 
continued to travel, As he put it, a dollar a bushel 
would mean en embargo, 

THE WITNESS: That is right, 

THE CHAIRMAN: But so long as the wheat does 
continue to travel, as it does travel today, then the rate 
cannot be said to be unreasonable. Is thot a foir--- 

MR EVANS: Moy I answer that? -- because I think 
that is a question res liy<.or law, 

THE CHAIRMAN: I am just trying to find out what 
your case is, 

MR EVANS: That is a question of law, it seems to 
me. The value of service principle is not a principle by 
which the traffic is charged 311 it will bear, and the dif- 
ference between us, sir, I think, is that you have perhaps 
interpreted--- 

THE CHAIRMAN: I quite egree with you es to what 
the value of service means. I am only trying to find out 

whether Mr. Armstrong is saying in his evidence this, that go 


long as the wheat continues to go to these merkets, then 


my) vor! We bal 


_steompee cst oma nar sa 
+! eat ae nsec 


cate Sew oi sotcey 
eowltee aed oF aed onaeene pt ston) gantuldh-oteoe fy 
teagan" asey shorn moe gaewtenral 6. eoanet oth tee aa 
+ ght ace 3, et ‘ebbabomeengy et 900. iron, heated , SeaeanED 
ole ,Sikabiatementaoar ad Dioow ates ‘ortntedls cin! 
Soogt. YaOVv ‘emt oi aut & tow, MAM ALND SEP 1 Vegpid di 
anode edt ee ano i ot addshoeea show eoton Badd ange oe a 
iting & qyenlod 31/98 a8 eh ,laveas ict Dowattacs Ae 
om aaden ao aon tall 
} etger er att 2 ET ao Te ke 
or Sescly ot es nisi, ba ae : HAGA: a ; an m) 
sje She piel yabod iorsed moon f1 gs ,Lewerd oF otto | 


weagtot 9 ted. ol er ybidenee sows 3d ot bina. od onaso 
Meee. “ ikl ae aoe apes Doh seMavE i a 

weak Yo NMALows nic tdveokps eat dient oii 

jon goo beak oe sagen deus ste r + WAMATARD by | 

ni P | | Bh 7 ews: 

oo tmege Bt seks te ackaoty w at dene Ss i he) ae 

qd skgtoadse: i gon: el sigtotiud volvo Ac aulev so? 9 Satin a 

. Leb anit Brie ytegd? ine, at ike benrests ahogist rer ang sida d ad 

ie oved 8%, trode a: ios x “Ther es woented vont : 


7 . POPs ee ae ort abviae woase semp be 
ad bet lo gatens hae oe TE 
po tele pans serealimbndisil . 


a 1) . 4 Me sii A rn i | pe , 
al oe ay a pie ley 14 vow 


-18131- Mr. Armstrong 


the rate, the local freight rate, on it cannot be said to 
be too high, because it ig getting to that market. 

Q. Is that what you say? 

A. Substantielly. Mina you, there must come a time 
at which you see the effect before it becomes 2 total 
embargo. 

Q. Before what? 

A. Before it becomes a total embargo, you see. For 
example, I said s dollar 2 bushel »on wheat increase in 
freight rates would probably embargo the sale of Canadian 
wheat for export. Well, we get into this method of limits 
-- would ninety-nine cents do it, and so on down, till you 
come to the point at which we show that there is no effect. 
Now, the--- 

Q. That is, effect on shipments? 

A. On shipments. That is my difficulty. I cannot 
tell you the exact point, and I think it is 9 matter thot 
will have to be very carefully considered, but I did not--- 

Q. Carefully considered from the point of view 
of allowing shipments to proceed as they d> proceed under 
the present rates? 

A. I would hope myself that the Board of Trensport 
Commissioners would be fully informed on that point by the 
best expert advice that they could obtain. 

Q. Now, cen we have this from you, Mr. ‘rmstrong? 

Am I right in ssying that I have gathered from the whole of 
your evidence thst so long as wheat continues to flow out 


from where it is produced--- 


A. Ereely. 

Q. ---westwerd and eastward--- 

A... Freely. 

Q. ---then it does not really matter how high the 


freight rates are, because it is going, it is moving, and 
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those rates form pert of the world price -- now, I have 
understood you to Say that? 

A. Yee, that’ ia Substentielly my argument. Might I 
make one point for my own protection, and thot is this, 
that I was not the one who originated the ides that the 
rates would be fixed by the Board with the concurrence of 
the shippers ond the farmers. I merely quoted the fact 
that I have, that that had been Stipuleted, hadn't it? 

Our counsel had agreed, 

THE CHAIRMAN: In your brlem, the’eVPin, Driers 
it says that before new rates come into effect there 
should be coreful study and so on, 

MR EVANS: Thset we would expect it. And then 
you asked from me an undertaking or an agreement that 
we would agree that we would first go to the Board. Msy I 
put this to you, sir, becsuse I do think there is some- 
thing between us here: When you put to Mr. Armstrong 2 
question in the terms in which you put it, namely, that 
So long as the wheat moves freely that would be the reason- 
able level of rates, I have to say this to you, sir, that 
that--- 

THE CHAIRMAN: I would not put it in that lan- 
guage, Mr. Evans. So long as the wheat moves reasonably, 
the meaning of that is that the cost of the transportation 
is being reflected in the world price, end therefore poid 
by the importer. There would be no difference to the 
Canadian shipper. Mr. Armstrong seys that is his conten- 
tion. 

THE WITNESS: Yes, 

MR EVANS: Yes, but I think there is 9 very 
important distinction here, end perhaps I am not making it 
Clearly, but may I put it? Wheat might move freely under 


8 rate which was higher then we needed. 
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THE CHAIRMAN: Oh, yes, yes. 

MR EVANS: That is my point. 

THE CHAIRMAN: I think I will not ask the ques- 
tion over again. Mr. Armstrong is very clear; he does not 
hesitate; he thinks that so long as wheat does move to 
these markets by rail and by Ship, then the price to the 
original shipper is not affected, because the world price 
absorbs that. 

Q. Isn't that so? 
A. Substentislly, sir. There is no misunderstanding 
if it is put in those terms. 

MR EVANS: I just wanted to get that other limit 
in there, 

THE CHAIRMAN: Yes, I know very well, Mr. Evans, 
the value of service, when you got down to that point, 
that would be fixed by the Board, 

MR MACPHERSON: There was another question that 
Dr. Innis asked, whether the Board st that stage could 
give consideration to economic conditions et the time. 

THE CHAIRMAN: The question is whether the 
Conadian Pacific advocates that policy; that is the point, 
Per oo Loe 

MR SINCLAIR: We are not advocating economic 
planning, no, but the point is that a factor in fixing a 
reasonable rate is to consider what would be reasonable 
in view of e11 these factors -- the volume of the traffic, 
the value of it, the value of the commodity, how it loads, 
density, empty movements; all those factors would have to 
be taken into consideration. 

THE CHAIRMAN: That is, treffic factors. 

MR SINCLAIR: Treffic factors and value factors 


-- whet the commodity is worth. 
THE CHAIRMAN: I meen traffic factors making up 
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the value of the Service, 

MR SINCLAIR: Yes, plus the value of the com- 
modity itself, 

COMMISSIONER INNIS: Mr, Armstrong spent some 
time on these poor devils, the marginsl wheat growers. 

Q. Now, I assume that any reasonableness established 
would in your view be in the interests of efficiency and 
probably weeding them out, which comes as near economic 
planning 3s one could--- 

A. May I say to that, Dr. Innis -- you see, there is 
nothing new here, All freight rates are fixed in this Woy, 
as far as the merket factors enter into it... This desis 
market factor. It is all the Same. We are always talking 
about that. Mr. Jefferson has to keep in mind, you know, 
all these fectors. 

Q. We ere always talking about it, but we ere always 
denying it is to be included in the discussion, 

A. Well , .L. dounot want. to prejudice the position 
taken by counsel here, because really this is not my story, 
that part of it, but it does seem to me that what we have 
tried to do in this connection is to fix rates, all the 
time keeping in mind the maximization of traffic as a meons 
of developing the nation end developing our own business, 
We are in the cartage business, you know, end we cannot 
afford to overcharge the customers. 

Q@. Yes, you and I seem to be very close together, but 
that does not seem to be the C.P.R. position. 

feo ON». LL. don! GE think: wo, 

MR EVANS: I venture to say, sir, that there is no 
real difference. 

THE WITNESS: Oh, no. 

MR EVANS: It does not seem to me that because 


you get an economic result it presupposes en economic plan, 
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THE WITNESS: That is it. 

MR EVANS: If you epply or permit the Board to 
apply proper principles, it does not mean the Board has 
economic planning powers. It may have economic results -- 
we gront that -- but it seems to me a very different thing 
when you speak of economic planning, beceuse when you plan 
from the top, as it were, for an economy of 9 particular 
kind, it seems to me that by that you infer that the plen 
brushes aside other considerations that normally might be 
given effect to in ea free economy. Now, perhaps I have 
not made that clear, but, os I see it, there is no conflict 
in our position on thet, 

THE WITNESS: No. 

MR FRAWLEY: My lord, might I-- 

THE CHAIRMAN: Just one more thing: If the effect 
of these higher rates is not prejudicial to the shipper, 
it would have to apply to the marginsal Shipper as well as 
the other one, wouldn't it -- apply to them 9112 It does 
not effect the price. 

MR EVANS: Doesn't it get down to this, that--- 

THE CHAIRMAN: I mean the danger of his being 
Squeezed out, 

MR EVANS: Yes. He was only gotten in there 
under e sort of representation thet he would forever have 
the adventege of an uneconomic freight rate, and is that 
or is it not--- 

THE CHAIRMAN: But you sre saying thet it is an 
advantage when you put it that way. 

MR EVANS: No, sir. What I am saying is that if 
an uneconomic producer on sub-marginal lends has existed 
only because he is living off the rest of the economy un- 
necessarily, then must we perpetuste--- 


THE CHAIRMAN: I do not see how your increase of 
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freight rates, with the innocuous result which Mr. Armstrong 

Says it would have, is going to effect any perticular grade 

of farmer one way or the other, the marginal as well 2s the 

other, If the price increases accordingly, then they ere 

811 on the same footing that they were before, are they not? 
MR EVANS: I think Mr, Armstrong said that in e 


weak market these low rates -- and I hope I am interpreting 


‘him correctly -- had produced s tendency for some sub- 


marginal farming, and I think he did sey that thet might 
not always be desirable, 

THE CHAIRMAN: Well, that cen only mean, then, 
that the low rates had edded to the price, which is pre- 
cisely the thing which he contradicts in his evidence. 

MR EVANS: In 9 wesk market. That is certainly 
an economic question that Mr. Armstrong might answer. 

THE WITNESS: The point is this: You have to 
consider the competitive effect of the presence of these 
Sub-marginal operators. Freight rates, being part of the 
cost of production, do have a market effect. I am saying 
that the market effect will be absorbed by the consumer in 
8 weak market within a very wide range of prices. Now, 
for example, if you raise these freight rates at all, Leia 
quite possible that at some particular time, perticularly in| 
a strong market, the inclination will be for the buyer to 
mutiny a little bit and say, "Well, I won't pay any more 
than this," you see, so that there is 3 market effect out 
of the increase in sny cost -- there is bound to be -- and 
dll I am trying to say is that the market effect has been 
exaggerated in the first place, and in the second place 
thst in a weak market, when protection for the farmer is so 
necessary, you do not get protection for him by means of 
this, but I do say that if you keep the freight rates lower 
then they should be you are probably subsidizing your 
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marginal and inefficient farmers, particularly in times 
of strong merkets, 

COMMISSIONER ANGUS: Q. Are you contemplating a 
rate being fixed for a relatively long period during which 
merkets will be week sand strong end week again, or being 
under continuous review? 

A. Professor Angus, I have an idea that they ere 
going to be kept under continuous review, never mind whet 
I say about it. You see my point. The point is that this 
is such a big factor in our economy that I cannot contem- 
plate the circumstances in which a4 major change in the 
wheat market, of a cyclical kind -- I do not meen just a 
temporary daily or monthly fluctuation, but e major, a 

cyclical trend developing, you know -- I do not think 

that the minute you got that, I do not think there is any 
doubt in the world that you are going to hear from one 
perty to this egremment, saying thet the price is now too 
low or the rate is now too low or too high for circum- 
stances es they ere. You will heve this argument all over 
again, and I suppose that we will disagree, as we may dis- 
egree now, but I think that is the greatest weakness of the 
so-called Crows Nest rates, that they have been in effect 
since 1897, the fact that in the greatest range of prices 
that the wheat market is ever likely to see they have been © 
in effect on a uniform basis. 

COMMISSIONER INNIS: Q. Yes, but you attract 
these settlers into sub-marginsal land by statute, and then 
you proceed to chase them out with scorpions by the Board 
of Transport Commissioners. 

A. Well, I have told you, you know, that there is 3 
delicste sociological question, and we may have to get a 


very competent board of sadjustment to deal with the marginal 
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cases, It is a delicate question, 

MR SINCLAIR: of course, we ere not Suggesting, 
Dr. Innis, that there ig @ large marginal production of 
grain in Western Canada, 

THE WITNESS; Oh, no. There is some. 

MR SINCLAIR: We are not Suggesting that at all. 

THE WITNESS: There ig Some. 

THE CHAIRMAN: I do not See how anything that can 
effect the price of this product to the marginel farmer 
will not at the seme time effect the price of the same 
product to the other farmer who is not marginal, 

THE WITNESS: I pointed out what would heppen in 
@ strong market, you see. 

THE CHAIRMAN: Well, we will edjourn now. 


---The Commission adjourned st 1:00 p.m., to meet sgain 
at 2:45 p.m. 
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Ottawa, Ontario, 
Wednesday, March 15, 1950. 
ee er RN O ON Sen er eee 
P. C, ARMSTRONG, Recalled 
THE CHAIRMAN: Mr, Sinclair, before you begin 
your examination, there were some figures quoted this 
morning which may be accepted as authentic, and I think I 
am going to make some corrections now. It was in dis- 
cussion between you and Mr, Armstrong. 
Q. You remember we were talking about the importa- 
tions of Canadian wheat? 
Aa @ Yes, Sir, 
Q. Well, I find according to this report that in 
that year, 1936 and 137, there were in round figures 
ge million bushels of Canadian wheat imported into Great 
Britain, 


A. ‘nd retained, sir? 


A. Not retained? 

Q. No; a great deal was unloaded in Liverpool, you 
see, or other ports afid then transshipped. Then on the 
continent, the figures as to what was retained in the 
respective countries, consumed there: We find that there 
were 16 million bushels retained end consumed in Belgium, 
where the population was only about 8 million, you see. 

AY -Right, sirs 

Q. Which per head is a larger consumption of Conadian 
wheat , I think, than in any country except Scotland. 

Ae Yes, sir. 

THE CHAIRMAN: My great regret is, there were not 


enough Scotsmen. They insisted on bread made out of flour 


that had 95 per cent Canadian wheat in it -- the finest 
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bread in the world, I think, 


MR MAC PHERSON: They didn't want eny cake, my 
Lord. 

THE CHAIRMAN: They hed bannocks too, you know, 

MR SINCLAIR: And oatesakes Ors” Gait 

THE CHAIRMAN: Oh, yes, ostcekes. 


EXAMINATION CONT'D BY MR SINCLAIR: 

Q. Just before the noon edjournment, Mr. Armstrong, 
we were discussing the statement at the top of page 20 of 
the brief of the Prairie Provinces on the grain rates, 
and you were dealing with the fact that in your view 
transportation charges on rail movement of grain averaging 
12¢ per bushel were not a major fector in deciding the 
economic fate of Western Canada; I would ask you if you 
would not mind to see if you could put that statement in 
this brief in possibly clearer focus? 

THE CHAIRMAN: Is that the Seskatchewan brief? 

MR SINCLAIR: The brief of the three Prairie 
Provinces; they have a joint brief, my lord, the three 
Prairic Provinces. 

THE CHAIRMAN: You mean on the Crows Nest? 

MR SINCLAIR: On the Crows Nest, yes. 

THE WITNESS: The ststement is that any eltersa- 
tion in Crows Nest grain rates would be ruinous to the 
wheat-growing areas. 

THE CHAIRMAN: Q. Any what? 

A. Alteration in the Crows Nest rates --I presume 
that they meant upwards -- would be ruinous to the wheat- 
growing areas. Now, does anyone imagine that an increase 
of a few cents per bushel in the rates would destroy the 
grain-growing economy of Western Coneda, when it is well 


known thet the economy has been subjected for quite other 
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reasons to fluctuations of its fortunes which have to be 
measured in terms of something up to one doller per bushel? 

MR SINCLAIR: Q. Mr. Armstrong, would you right 
at this point give the Commission your view es to the 
fluctuations in price on the western form prosperity? 

A. Well--- 

THE CHAIRMAN: Fluctuations in price? 

MR SINCLAIR: In price, the price of wheat. Mr. 
Armstrong said it was Subject to broad fluctuations, and 
I asked him to give us his views as to the effect of such 
fluctuations on western farm prosperity. 

THE WITNESS: Farmers in Western Ganado ere by 
the very nature of their environment and occupation exposed 
to remarkable fluctuations in fortune, vicissitudes of 

fortune, but I would eee point out that they have 
prospered under conditions in which the wheat market hos 
fluctuated by more than 12¢ 0 bushel in a2 short period. 

Q. What would you call o short period? 

A. Well, within e month we have seen the rates rise 
end fall frequently more than 12¢ per bushel. 

Q. You mean the cash price of grain? 

A. The cash price of grain, 

Q. Yes? 

A. The result is that they were not wiped out because 
this happened. I have seen farmers, on the other hend, 
reduced to desperate poverty et a time when the price of 
wheat was barely fluctuating at all and with the freight 
rates absolutely stable as they have been. So I can only 
Sey that I cannot see that--- 

THE CHAIRMAN: Q. Pardon me. You did not tell us 
what the price was, the low price? 

A. In the depression, sir. Sometimes in the depres- 


Sion the price rem*ined for long periods prectically stable, 
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at very low and distressing figures, snd freight retes 
remained stable, and the farmers were reduced to poverty. 
So I regard this statement as so exaggerated, the statement 
that the whole fate of Western Canada depends on the Crows 
Nest rates, that it is of no value at all as economic 
argument. And yet, peculierly enough, except for this 
statement--- 

THE CHAIRMAN: It is edvenced to us by economists. 

MR SINCLAIR: I think thet this is advanced by 
the provinces. Their brief does not disclose who the suthor 
SOfndtets. 

THE CHAIRMAN: Well, didn't we have, for instance, 
Dey. Britnell here from Saskatchewen? 

MR MACPHERSON: Dr. Britnell gave evidence to the 
seme erfecti, 

THE CHAIRMAN: He reod this brief for you? 

MR MACPHERSON: Not this one, my lord; this is one 
thet has not been in yet. 

THE CHAIRMAN: The one that I have, which is the 
Saskatchewan brief, he read that one. 

MR MACPHERSON: He read that one. 

THE CHAIRMAN: And he was questioned on it. That 
one puts the situation -- we cannot avoid looking at it, 
because it is bosic to the discussion -- that the production 
of the province nets its producers the world price less 
freight to world merkets -- you hear thet statement -- 
while at the same time goods purchased in the province cost 
the purchaser the world price plus transportation costs 
from the point of origin. Dr. Britnell was questioned on 
that, and he would not ollow of any vaeritation. He said 
thet the wheat producer does pay the cost of transporting 
his wheat to the world market altogether. 

MR SINCLAIR: I think sir, that you asked him or 
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Dr. Hope -- I am not quite sure which -- whether it wes 
not true that the people in Great Britain believed thet 
they paid the transportation costs on wheat, 

THE CHAIRMAN: Yes; when I was over there, the 
economists over there, speaking for the millers, took the 
directly opposite view. They say that the importer pays 
the whole of the cost, including transportation cost, for 
whet 1s their raw material. 

THE WITNESS: Could I offer 2 sort of summery--- 

THE CHAIRMAN: That is, those speaking to me in 
England spoke os you do; they say, "No, we pay the cost of 
that transportation, If my mill were in Sssketoon I would 
get the same wheat for the price that the Maple Leaf Mill 
gets it, or the Quaker Oats," 

MR SINCLAIR: Of course, I think, sir, this 
statement in the brief, which goes directly towards Crows 
Nest, points up this view. 

THE CHAIRMAN: Yes, I know, but the Crows Nest 
is eae part of the cost of transportation; I mean, the rates 
paid under the Crows Nest statute sre s part of the cost of 
transportation. 

MR SINCLAIR: Quite so. 

THE CHAIRMAN: For instance, Dr. Britnell says 
that all those costs are paid by the shipper of wheat. 

MR SINCLAIR: Well, I have no doubt that Dr. 
Britnell will be beck. 

THE CHAIRMAN: ‘nd another school of economists 
says, "No, they are paid by the Europesn importer of 
wheat." Now, I am just saying we could discuss that 
interminebly, could we not? 

MR SINCLAIR: Well, sir, I imagine thet Dr. 


Britnell or someone will be presenting this brief, ond 


one of our thoughts--- 


ny Se ee tS el 
7 ene Lt x ve 


¢ antovdeaes ale — ihe ae 


A 


act Si iesdort =« Aotdw vie. sa iv bo ae FT se ayoit ad 

‘cad Geveiied aisdiaa Jaagh ai wlyeod old ded ovad doa 
eSushi AS éFBe5 fo kieaaogeront ead -bisg yadt 

Sid otter Govo waw P Adi inet sYomarane eat! 
oft Hood ,atefi¢n og io Safdeods jones wove gta bwortene 
A¥ed teSogmt oF Fold oe yet! vioelv eGitogge yidesthb 
sol .J865 noddndtoquauled — dave off to eLpitw edd 
‘fe fad om wey Gisdd ak sic 

PVCS E TO SLO ic #0496 2 Lie oO ¢eRaye ght 

Ah of BAlvcoqs sBott ,6£ Sah PMAMALAHO BHT 


(ee 


nod ORS Yeq ow , ou? yew yore bob. ery so eil6gé Sné {gad 
bLuOW t aoede Wesd wi of fiae yw TE icteeddoyenerd dent - 
cin Seed alge ond Seas eedeg SA ¥ set fauele one ote toy 
| "e945 woslde® eff ao of ade 
sid .1he oeeenié T ,S84WO$ 20 rALATOWLS AM 
aWoiD’ ab¥ewod Yiesotib sees Bbiaw  Ieted ed? KE dHonesede 
‘wol¥ side gy Ginicd ,SesH 
dail gwowd orig dud «Wed = yao. 1AnAEAHO SH? 
oteg ade Heda Ll’ phobsedteeqaniess i dads eng 46 daeq sad 
tked ard to Pieg o ade odedade Fash awoet add tobay bLad 
sfoltadsogeaati 
(ie ot S /ALALOMTE AM 
aveR BE ttt boat (il pooweeeat oY iRARAEARD GT 
:eote, Yo Yee Eke oft ee Hkbe of BF¥on seodd Ila Sade 
vad dard dquee cn ev at L ,ihow Piradovtta HM 
| Mood éd Lk tw thomd.bed 
ndotuoiiebe te foorsy Sudfome ea 2 MAMATAND RT 
to Sodmoging ms span Bie ef brea our Yodd (ou" eyes 
aacphh asyseih bios or gakyes dash we 2 Wolk * deorw 
| PGoi oWeBkios  yedsatmodal 
Md Base srigint i ele ete vLAOME FM: 
Bate Reded eid gfiidnoeny od LE bw sro age Ea bet 
mone inlanicald ey ‘to “ite 


oy \ 
ae na a _ . 
' ; Pp we : - 
a a ae , 4 Ama * 


-18144- Mr. Armstrong 


THE CHAIRMAN: He will be presenting the Crows 
Nest Pass brief? 

MR SINCLAIR: Yes, and one of our thoughts in 
putting forword the views thet we are now, would be that 
our friends from the provinces and their experts would be 
able to see them, and then we will have the opportunity of 
asking them whether they have given, in some of the state- 
ments they made, full consideration, or shall I say weight, 
to some of these factors that we think sre pretty basic 
economic factors, 

THE CHAIRMAN: Well, I am not trying to shut you 
Ort jatiellite Diam just Seying that we have here experts on 
both sides of thet very question, haven't we, as to who is 
peying the cost of trensportation? 

MR SINCLAIR: Quite so. 

THE WITNESS: May I offer a suggestion, sir, 
there? -- thet this is one of those great adventures in 
semantics, in the meaning of lenguege. 

THE CHAIRMAN: Well, no, it is more then the mean- 
ing of language. 

THE WITNESS: Well, there is quite 2 point there, 
Sir, What I eam trying to say is this: It is perfectly 
true that the western farmer gets net the price on the world 
market less the cost of transportation -- he always does get 
that -- but what I am trying to sey is that there is a 
suggestion that the cost of transportation plays a part in 
Setiing the world price, which I think is exaggerated, you 
see, I think you heave to stert out--- 

THE CHAIRMAN: You had better take the language 
as it is. He says that the farmer or the producer gets the 
world price -- that is, the man in Saskatchewan gets the 


world price -- less freight to world markets. Now, that is 


the bald statement. 
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THE WITNESS: My only quelification, sir, is that 
that is true, but it does not follow from that that en 
increase or decrease in transportation will be reflected 


in the net price to the fermer. It may be reflected in an 


increase or decrease of the world price at the other end. 


You see the difference of approach, 

THE CHAIRMAN: Yes; that is your modification. 

THE WITNESS: Yes, 

MR SINCLAIR: of course, thet statement, as I 
understand the witness, may be on its face quite acceptable 
end correct, except that the price at Fort Williom hes 
adjusted itself to the factors that ere elements in--- 

THE CHAIRMAN: You mean the statement I was 
reterring to? 

MR SINCLAIR: Yes, with that explanation. 

THE CHAIRMAN: It is not admitted overseas. The 
Men overseas says that naturally this is his raw material, 
and his factory is over there, and he has to pay to move it 
over. 

MR SINCLAIR: He, of course, Says what Mr. Arm- 
strong says, and that is thot the price at Fort Willism is 
6 mere function of the internationsl wheat market, and it 
Ls just a convenient--- 

THE CHAIRMAN: Then the whole question is, does 
or does not the variation in the cost of transportation 
affect the price which the grower of the grain receives? 
Apparently you ere endeavouring to show that it does not, 
at least within what you now call ressonsble limits. Is 
that right? 

THE WITNESS: That is right. 

MR SINCLAIR: Sir, Mr. Armstrong gave evidence 
this morning about whet happened in the United States when 


they put those emergency rates in. 
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THE CHAIRMAN: Yes; on e certain occasion 
freight rates were lowered, and the next day whest went 
down. 

MR SINCLAIR: And when they were raised again 
wheat went up. 

THE CHAIRMAN: But they did not stay down; they 
went up egeain, end attained their very highest peak that 
summer, 

THE WITNESS: They attained ea peak that summer, 
sir, of that period, 

THE CHAIRMAN: So whet can you deduce from that? 
Il am just trying to show--- 

MR SINCLAIR: The immediste reaction is our point. 

THE CHAIRMAN: I do not want to argue; I am trying 
to show how we could pass interminable days and weeks and 
months, 

MR SINCLAIR: Sir, with great respect to my 
friends and the briefs that they have submitted, we are 
trying to make a close analysis of it, and there is not 
Very much you can look at. 

THE CHAIRMAN: I would like for us to be told 
where Mr. Armstrong disagrees with enything or agrees with 
anything that Mr. Sinclair may read to him out of these 
briefs. 

MR SINCLAIR: And we, of course, hope that these 
people who are presenting these briefs will do a more shall 
I say thorough job on the economics behind some of the 
statements that are made here. 

THE CHAIRMAN: All right, then. 

MR MACPHERSON: Whether es thorough job is done or 
not, of course--- 

THE CHAIRMAN: I beg your pardon? 

MR MACPHERSON: My friend suggests that we should 
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do @ more thorough job, That again introduces a question, 
It is a question of Opinion as to whether @ thorough job 
has been done or not, 

MR SINCLAIR: Well, if my friend Satcenei rive: 
evidence can be sdduced in Support of the general statements 
made in the brief, 

Q. Now would you look at pege 28, Mr. Armstrong, of 
the brief of the three Prairie Provinces? The contention 
there put forward in the first peregraph--- 

THE CHAIRMAN: Now sre you referring to the Crows 
Nest brief? 

MR SINCLAIR: Yes, I am only directing the wit- 
ness! attention to this Specific--- 

THE CHAIRMAN: What page do you refer to? 

MR SINCLAIR: Page 28, my lord; end I am asking 
him to direct his attention to the contention put forward 
at the top of page 28, that there can be no comparison be- 
tween conditions in Western Canada and the Spring whest ares 
of the United States, because the United States does not 
export any spring wheat except by a process of dumping, 

Q- I would like your comment on that, 

THE CHAIRMAN: Pardon me. My attention was drawn 
away. Show me where it is, 

MR SINCLAIR: TI have re-phresed the ergument that 
is put at the top of page 28, 

THE WITNESS: I think this whole argument reflects 
8 complete misunderstanding. Except as fer as governmental 
interference in recent years has affected United States wheat 
prices, these prices have been set in open markets -- in 
fact, even with the governmental interference they sre still 
set in open markets -- snd Spring and fall wheat sre gold on 
those merkets competitively with esch other. The Situation 


has always been one in which, since the United States produces 
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8 much larger Quantity of foll Wheat than Spring whest, 
and since the United States is a very wealthy nation with a 
high stenderd of living, naturally tending to retain the 
highest quality of milling whest for domestic consumption, 
the volume of exports of f3l1l1 wheat of course will be 
enormously greater than those of Spring whest; in fact there 
Will be very little Spring wheat exported, 
MR SINCLAIR: Q, Mr. Armstrong, when Mr, MacPherson 

Wes cross-examining Mr, Jefferson I think he made a distinc- 
tion between winter wheat and Spring wheat? 

A. Well, I will call it winter wheat, then; it is the 
Same thing, Now, the point is this, that if it were true 
that there was a domestic market for Spring wheat in the 
United States and an export market for winter wheat, and 
they were two different markets, you would have to start off 
with the assumption, of course, that the entire domestic 
market was filled by spring wheat. Now, the total spring 
wheet crop of the United States is probably -- I will have 
to look the figures up égain, but I will risk the statement 
-- it is not more then holt big enough to provide for the 
domestic use of flour in the United Stetes, so the rest of 
the flour in the United States which is used domestically 


must come out of winter whest -- there is nowhere else for 
it to come from -- so that you have got a single market for 
these two wheats -- a Single market. There are Spreads be- 


tween them -- there is always a certain normal Spresd between 
this grede and that grade, this type and thet type -- but 
there is one market. If the price of spring whest in the 
United States is increased, it is accompanied by an increase 
in the price of winter wheat, and vice versa, It is not 3 
case of there being two markets. 

Q. Is it correct to say, therefore, thet you are taking 


issue with one of the basic erguments in this brief, thst 
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there sre two markets? 


A. Direct issue; end I hope to explore that se little 
more fully later on, Now, there is another point in this 
connection. This argument is introduced end built up, 
obviously with in mind the idea that because the spring 
wheat of the United States is largely used in the domestic 
market, therefore it does not begin to pay es much freight 
rates as our wheat which has to go to export markets. You 
see, it 1s grown in the United States, and it is 5 domestic 
market, so therefore it is grown close to where it is going 
to be used, 

THE CHAIRMAN: Q. The haul is shorter, of course. 
ee 1 Would Jike to explain that, 
MR SINCLAIR: Q. This is the contention put for- 
werd by this brief? 

fA. That is the contention. I want to point out first 
of all that as for as domestic consumption and export sre 
concerned in both Canade and the United States 31l the wheat 
thet goes as far as the Head of the Lakes, Fort Willism or 
Duluth, in either country, is carried in each country at the 
Same rates whether it be domestic or export. That is, alt 
the whest going to Fort William in Canada, regardless of 
its further destination, is carried set the seme eee all 
the wheat going to Duluth in the United States for further- 
ance is carried at the same rate, 2 much higher rate thon 


that in Canada. 


(Page 18153 follows) 
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Q. What you mean is whether the wheat that goes 
to Fort William is milled and baked into bread in 
Toronto or Montreal, to Fort William it carries the same 
rate whether subsequent to its arrival at Fort Willian, 
some goes to England and some to the United States? | 

A. At different rates in the United States, much 
higher. 

The point is that there seems to be a sort 
of a thinking that because the farmer in North Dakota 
Sells his wheat to be consumed in the United States and 
not abroad, that that is equivalent to saying that he 
sells it to be consumed in the next village. In most 
cases he sells in the great population centres of the 
Eastern United States, and most of the Spring wheat in 
the United States, which is consumed in the domestic 
market of the United States, moves via Duluth, the 
Great Lakes, Buffalo to the domestic market in the 
United States, as long a distance as our wheat moves 
to Montreal for export, or almost as long @ distance, 
and at rates which are very much higher than those in 
Canada. 

THE ere ee you say "consumed" are 
you talking now of the eater of bread or the miller? 

A, The eater of bread. 

Q. A great many of these United States mills 
are right there in the West, are they not, in Minneapolis 
and St. Paul? 

As I hope to explore that a little more fully 


later on. 
Q. That is as far as the wheat in question goes, 
A, I will explore that, but wheat moving to 


Minneapolis to be milled and forwarded pays the milling 
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in transit rate, which is much higher than the corres- 
ponding rates in Canada, and much higher than the export 
rate in the United States. 

MR. SINCLAIR: Q. In other words, the domestic 
rates locally in the United States are higher than the 
export rates just as they are in Canada? 

Ay Yes, that is right. Now, this whole argument 
Can be answered by the Simple fact that the wheat from 
the Spring wheat states of the Union, whether it be going 
for export, or domestic market, before it reaches the 
termination of its journey has paid very much higher 
rates than has the ena weniewi ce, Canada which reaches 
the termination of its Journey in the elevators at 
Montreal, Saint John or Halifax, so that the fact that 
there is a large market for Spring wheat in the United 
States does not reduce the burden of transportation 
charges on Spring wheat to any extent. Now, this brief 
points out my previous argument that Whether it be Spring 
wheat or Winter wheat, United States wheat or Canadian 
wheat, export or for domestic consumption, wheat grown M 
in the United States and marketed under the policy which 
establishes wheat prices in that country is more remunerative 
to the grower Baten time than wheat grown in Canada 
and marketed under the policy prevailing here, despite the 
fact that wheat movement in the United States, whether 
for export or domestic purposes, pays much higher rates 
than in Canada. In short, the brief on this point de- 
monstrates more clearly than I possibly could have, the 


unimportance of freight rates as a factor in determining 


the income of the wheat farmer. 


THE CHAIRMAN: Q. You say, unimportance of 


freight rates? 
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A. Yes, the unimportance of freight rates. 

It would be very amazing to me to hear the views of 
growers of Spring wheat in the United States as to the 
suggestion that the fact that their product is chiefly 
used in the domestic market places them in a much happier 
position than the growers of Fall wheat, which is 
exported. They do not think so. 

MR.SINCLAIR: Q.Willyou*turn to page 29 of the three provinces’ 
brief on grain and in the first complete paragraph you 
will note there the argument or suggestion that it is 
important to remember that fifty per cent of the Spring 
wheat crop of the United States moves an average of 
four hundred and fifty miles to a lake terminal, while 
the average haul in Canada is seven hundred and seventy 
miles. 

A. There seems to be some confusion in this 
thinking. It is of no importance whatever to the wheat 
economy, however important it may be to the railways, 
how many miles wheat is hauled. The only economic 
question is how much is the freight rate? The wheat 
from North Dakota moving an average of four hundred 
and fifty miles to Lakehead pays an average --= this 
cannot be calculated with precision, but I am willing 
to submit this estimate to examination ~- of somewhere 

per hundred pounds 
around 38.5 cents from points in North Dakota to the 
Lakehead at Duluth, to which, 50 per cent of all the 
Spring wheat of the prairie states of the Union moves. 
Now, turning to Saskatchewan, just as 50 per cent of 
the United States Spring wheat crop is grown in 
North Dakota, so is 50 per cent of the Canadian prairie 


crop grown in Saskatchewan. Now, I agree that moves 
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&@ distance of seven hundred to eight hundred miles, instead 
of the four hundred and fifty miles in the United States, 
but the Saskatchewan wheat pays an average rate of 20 

cents per hundred pounds as compared with 38.5 cents for 


the North Dakota wheat. 


MR. SINCLAIR: Q. I think it might be of interest 
to the Commission that On page 94 of the Appendix to Part 
PY Of “thie Canadian Pacific brief that point Milroy 
North Dakota is Shown, and the rate from Milroy: to 
Duluth is 38.5 cents ang the distance from Milroy 
North Dekota, where the rate is 38,5 cents, to Duluth, 
is 469 miles. 

Yes, Mr, Armstrong. 

A, Now, this may all be very hard on the 
Canadian railways. They have to face the situation 
of drawing wheat twice as far for half the rate, but 
Surely it is improper to Suggest that it imposes an unfair 
burden on the Canadian wheat grower as compared with his 
Colleague in the United States, 

Q. Now, if you will gO back to page 3 of this 
three prairie provinces! brief on grain,in the first 
complete paragraph on page 3, I draw your attention to 
the statement and I quote it: 

"The Crow's Nest rate reductions as a group, 
therefore, were Clearly directed toward the 
furtherance of economic development in the Prairie 
region and toward the linking of that development 
with the Eastern Canadian economy." 

Do you agree with that statement? 

A. There cannot be the teust apere the truth of 
this in the circumstances of the time, and with some 


probable exaggeration of the value of these lower rates 
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on wheat. It is agreed that the government of Canada 
intended the former Crow's Nest Agreement to play an 
important part in encouraging development of the 
prairies, but it is a mistake in my opinion to draw from 
this the conclusion that this was the only purpose of 
the agreement. In fact, the brief of the prairie provinces 
is very clear on this point, that brief suggests that the 
government was definitely moved also by a desire to 
guarantee the economic development of southern British 
Columbia as part of Canada. 
MR. SINCLAIR: Those statements are to be 

found on pages 6 and also 8 of the brief. 

A, There was clear danger at that time, and 
mee History is well written, there certainly was real 
danger that without the construction of a railway 
through the Crow's Nest Pass, that area might have 
become economically and even politically annexed 
to the United States. The best evidence on this 
point I have ever been able to obtain I got from the 
brief of the provinces. In paragraph 2 on page 12 
of the same brief it quotes a statement by Sir Richard 
Cartwright, who was, I think, Minister of Finance, but 
he was certainly speaking for the government. 

THE CHAIRMAN: @Q. When was this? 

Zs 1897. 

Q. I remember he was Minister of Trade and 
Commerce. 

A. He was defending the C'row's Nest Agreement. 
This is what he said: 

equ! weekiweg Hf you chocsesdo? cal Tei, 

some $5,000 to $6,000 per mile to the Canadian 
Pacific railway for constructing this line, 


and we are paying them a further sum of $5,000 
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or $6,000 in return for valuable privileges to 
the whole Northwest and Eastern Canada as well." 

You see, NT ae Cartwright said there 
in plain words was that half of the payments made to 
the Canadian Pacific under the agreement were intended 
to obtain construction of the railway and only half of 
them were in compensation for rate reductions, I suggest 
that this should be kept in mind in discussing the benefits 
which C.P.R. is so often alleged to have received from 
this Crow's Nest Agreement. 

THE CHAIRMAN: Q. When he said "in return 
for valuable privileges" -« 

| A, The context I think sir, in the debate will 
show he is making this distinction: you had to build 
the railway for one purpose, so half the subsidy was for 
that purpose, and you got concessions on rates, valuable 
privileges, you see, for which you paid the other half 
of the subsidy. 

I think it ought to be remembered that only 
half of the subsidy went in for rates. 

MR. SINCLAIR: Q. That is of interest in 
assessing the historical significance of some of the 
statements made in that brief? 

A. Yes. 2g 

Q. I would ask you now to turn to the brief of the 
Pools, that is, the Manitoba Pool Elevators, the Alberta 
Wheat Pool, and the Saskatchewan Co-operative Producers. 

Now, have you read this brief, Mr. Armstrong? 

A. With care, Mr. Sinclair, 

Q. I would ask you to turn to page 9 of that : 
brief, and in the last full paragraph on that page right 


at the bottom, I would first ask you to direct your attention 
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to the Suggestion, the argument, that there should be no 
connection between the freight rate on grain and its 
market price, and I would ask you to let me have your 
comments on that point? 
A. Well, broadly Speaking, it would be impossible . , 
THE CHAIRMAN: @, Who says this? 
MR. SINCLAIR: This is the Pools' brief, sir, 
THE WITNESS: Now, broadly speaking, it would 
be impossible to maintain at all times a close relationship 
between the market price of grain and the freight rate 
on it. It is an accepted principle that freight rates 
Should take into consideration the value of the commodities 
Carried within certain limits which Mr. Evans has so often 
gressed. But that is Only one factor. Another factor is 
the compensatory nature of rates. 
THE CHAIRMAN: Yes, 
THE WITNESS: It must be evident that when 
there is @ general increase in price level the operating 
cost of railways will rise, and when there is a general 
fall in price levels, operating costs of railways will 
fall. Other factors also will affect the operating 
costs of railways. As the volume of traffic increases, 
it will usually be possible for them to render service 
at a unit cost which will be lower than woulda prevail 


With a smaller volume of traffic. 
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Thus it is impossible to establish a fixed rule that 
transportation rates must automatically rise and fall with 
fluctuations in the general price level. But there must 
be some such general relationship, 

MR. SINCLAIR: Q. I would ask you to turn your 
attention, and let us have your views, on the assertion on 
page 9, in the last complete paragraph which says:- 

"The present wheat price is entirely 

due to the aftermath of a great war." 

A. I would hope that this is wrong. 

Q. That is the third sentence in the last complete 
paragraph on page 9. 

A. In the first place, everyone is going to agree that 
out of the war, and out of the methods of public financing 
followed during the war, and under the stress of a great 
war there has been an almost universal debasement of the 
currency in this and in other countries. 

That is something which often happens during wars. 
You can do it by cutting down the amount of gold in the 
gold sovereign. You can do it by printing money in one 
form or another; and you can do it by quite ingenious 
operations concerning the national credit. 

But this debasement of the currency has involved an 
inevitable increase in the price levels, and it may well 
be a permanent general increase to some extent. I do not 
say that the whole increase will necessarily be maintained, 
but there are some good reasons for thinking that some of 
it is going to be maintained. 

The Food and Agriculture Organization is highly 
respected by the pools, and that organization has 


taken a very definite stand. 
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Q. That is an organization of the United Nations? 

A. Yes, it is an organization of the United Nations, 
and it has taken a very definite stand to the effect that 
the world faces an increasing Shortage of food. 

I have here a clipping taken from the Montreal Standard 
om Mapoh 12,1950, It is a press dispatch from Washington 
dated March ll. 

Sir Herbert Broadley, the Deputy Director General of 
the F.A.O. used these figures: - | 

"Before the war 22% of the population 

received a submarginal supply of 2000 calories 

a day or less." 

That is, 224 of the world were obviously underfed by 
his standards. 

"Now, that underfed proportion has 

risen to 35%. 

In 1939 50% of the world's population 

received the barely adequate supply of 2,240 

calories a day. Now, this same proportion 

has dropped just below adequacy - to 2,100 

calories or less, 

It is certain that 80% of the entire 
world's senuintesh is getting less protein 
than before the war." 


And the general statement is made: - 


"The world's food supply is becoming 
less adequate for an increasing and always 
underfed population." 
Objection may be made to this that the fact that 


people need . food does not mean that we shall be able 
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to sell to them. But do not let us be defeatists. 

Let us assume that modern civilization is going to 
continue, and that modern civilization is not going to 
continue unless we find some method of tracking-down the 
present obstacles to an easier exchange of commerce between 
nations. 

Q. I direct your attention particularly to this last 
complete paragraph where the statement is made. 

THE CHAIRMAN: You say that modern conditions - 
are you hopeful that in the future some things we have been 
reading about such as the potato crop in the United States 
will not be repeated? 

A. -L certainly Bite 50. 

Q. There are a lot of eatables of a very specific 
kind which are being destroyed? 

A. To discuss the potato situation very briefly - - 

Q. I just use it to show that despite your optimism - - 

A. That is not & case in contradiction; and in 
that case the United States govenment decided to pay the 
farmers a much higher price for potatoes than the situation 
warranted. And the surplus was created for that reason. 
The potatoes did not move very well. 

Q. They cannot get to the relief of these under- 
nourished people anywhere? 

A. Not potatoes. I think that if the United States 
has any money to use for relief it had better use it for 
wheat and for other goods which are more readily transported 
and stored than are potatoes. 

COMMISSIONER ANGUS: The basic doctrine of the 
Food and Agriculture Organization pointed out that the 


real cause of want was poverty and rather suggested that the 
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people who are underfed have nothing which they could give 
in exchange for food. 

A. Until we have explored, Professor Angus, the 
restoration of some method of procurring an interchange of 
commodities, a better method than now exists, we do not know 
what they could do. 

We do not know at the present if those peoPle are 
really doomed to perpetual poverty unless relieved by charity, 
something which ought to be done in any case; or whether 
given an opportunity to enter markets and to procure methods 
of interchange better than those now existing, they might 
not be able to survive. But I think that is getting a little 
philosophical, is it not? 

MR. SINCLAIR: If that meets the question you raise, 
sir? 

THE CHAIRMAN: I beg your pardon? 

MR. SINCLAIR: If what Mr. Armstrong has said 
meets the question raised, I would ask him to turn his 
attention to the statement in that short paragraph where it 
was suggested that the farmer pays the freight to Fort 
William. What have you to say about that? 

THE WITNESS: We discussed it at some length 
this morning. 1 do. not believe At: 

THE CHAIRMAN: Q. Between those two postulates: 
on the one hand we say the farmer pays the freight, and on 
the other hand we think he does not, but that the exporter 
pays it. Now, is there not some middle ground where people 


could meet? 


Is there not a possible economic law which could be 


set down? 


You warned us about trying to state any economic law in 
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one sentence; yet here we have two or three sentences and 
they do not agree. 

You told us a while ago that this factor of freight 
rates was unimportant. Now, can you give us a formula 
©O £OU OU OF 167 

A. My statement was very carefully made, you know, sir. 

At the bottom of a buyer's market, when the farmer 
is being pushed down to the bottom price which he will 
take, he pays no freight rate at all. The other man pays 
: 8 

But at the top of a seller's market, when the farmer 
is not at all sure, he himself pays a good deal of the 
freight rate, all he can afford. 

Q. He does that although the demand for it must be 
much greater for it in the market? 

A. When the demand is greater, it is probable that 
the buyer does not pay as much of the freight rate as when 
the demand is very poor. 

Q. I thought to the contrary. When the market was 
26¢, Mr. Brown charged you 2 ¢ a dozen to bring the eggs 
in. But when the market was 20¢ he only charged you l¢. 

tried to 

A. Nothing at all. He/charge him nothing. 

Q. But we are not arguing that the railways should 
go that far. 

A. Let us examine the conditions of 1932, which 
some of us at least will remember, when wheat fell to 
383¢ a bushel one day at Fort William. Hard hearted 
buyers would drive the market. We do not doubt that 
buyers of Canadian wheat in other countries have been 
pretty hard hearted in their attitude to price. But that 


was their business. They wanted wheat cheaply. 
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Now, if at that time the average freight rate on 
_Wheat in Western Canada had been cut from 12¢ to 6¢ per 
bushel, I say that the only result would have been to 
reduce the bottom price to 363¢ instead of 383¢, because 
the farmer would still have got as much at his country 
elevator with a 323¢ price and a 6¢ freight rate as he got 
at the country elevator with a 383¢ price and a 12¢ freight 
rate.. 

You would not have hurt the farmer. You would simply 
have handed a bonus from the Canadian railways or from 
the Canadian taxpayers, whoever brought about this reduction 
in the freight rates, to the foreign buyer who was already 
buying wheat as the cheapest commodity ever sold in modern 
history. 

Q. Is that an argument? 

A. My Chicago case was intended to demonstrate the 
accuracy with which you can forecast that fact. That was 
what happened in Chicago in 1929. You did not help the 
farmer. He continued to get the same price. 

Qe Well’, ford. white. 

A. The world market conditions of course - you have 
to remember the world market conditions will havebeen 
merely a minor factor. 

MR. SINCLAIR: It is merely underlined. 

THE CHAIRMAN: I want to see if there is any 
difference between the facts and the argument. 

MR. SINCLAIR: We have called Mr. Armstrong as 
an expert and as a serious student of a very difficult 
and very complex situation, the marketing of grain. 

THE CHAIRMAN: He says that if you do certain 


things to the freight rates, then certain things will 


happen to the prices. 
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MR. SINCLAIR: Yes, 

THE CHAIRMAN: That was only one instance. 

MR. SINCLAIR: I think his point, is demonstrated: 
that the narrow factor of the rail transportation in wheat 
is a minor factor in the price of wheat and is ever retained 
by so much greater consideration and so much basic factors 
than would be the small factor of total transportation cost. 

THE WITNESS: Let me go back to my 1932 case. 

If you would reduce the freight rates, then it would 
have fallen at the moment of the reduction; and if you had 
increased the freight rates, it would have increased at 
the moment of the increase? 

THE CHAIRMAN: The price, you mean? 

A. Yes, the. price at Fort William, 

Q@. And you state that as a positive fact? 

A. Iam confident about it. I am giving it as an 
opinion, but as a very firm opinion. 

It was not going to stay at 383 cents. It rebounded 
to somewhere around 62¢. 

My point wus that it was going to stay at the 
minimum which the buyer could get the seller to accept. 

MR. SINCLAIR: Q. And that idea suggests 
using the American example and it points out again and 
underlines your philosophy that in the United States the 
price did go up after it was reduced. But it was not 
the effect of manipulating the freight rates that did it 
on the up-swing. 

A. As a matter of fact, Mr. Sinclair, the price 
would have risen that much higher if the price had not 


peen reduced. That is the point. 
Q. And the effect of the freight rates being raised 
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and pushing the price, is demonstrated by what happened. 
A. Some five months after, yes. 
Q@. Now I shall read to you from the very bottom of 


page 9 and the top of page 10 from the Pool Brief 
where I find this:- 


"The Company..." 
Meaning the Canadian Pacific... 
",..further says that should it ever come 
about that the maximum set by the agreement 
Should prove inadequate to return the Company 
a profit, then all other shippers must make up 
the deficiency. Any application based on that 
contention should not be considered until all 
other sources of revenue have been exhausted." 
I would ask Mr. Armstrong to let us have his comments 
on that, 
THE CHAIRMAN: "The Company" means the railway 
company? 
MR. SINCLAIR: It means the Canadian Pacific. 
THE WITNESS: If the railways are to be operated, 
they have to obtain revenue adequate to their overall 
needs. 
It igs economically impossible to arrange that this 
or that item of traffic should be carried at a perpetually 
low rate without this condition inevitably forcing higher 
rates on other traffic, without affecting the argument 
that a continuation of the present low rates on grain must 
mean higher rates on other commodities, in view of the 
financial conditions of the two Canadian railway companies. 


MR. SINCLAIR: Q. Now, at page 11 of the 
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Pool Brief, the third complete paragraph, my lord. 
THE CHAIRMAN: What is that? 
MR. SINCLAIR: On page 11 of the Pool Brief, the 
third complete paragraph which reads: - 
"Today, in the face of increasing world 
competition...” 

You will note the fourth sentence in that paragraph 

which I now quote: - 
"The railways are now being met with 

recurring demands for wage and salary increases 

and shorter hours, which to date they have not 

seen fit to resist.” 

I would ask Mr. Armstrong to let me have his comment 
in connection with that whole paragraph. 

THE CHAIRMAN: It is the statement of fact which 
you wish to stress? 

MR. SINCLAIR: Yes. 

THE WITNESS: I shall assume first that the rail- 
ways must make sure that none of their costs are out of 
line with those in the general economy. 

The suggestion is made that railway wages and salaries 
are out of line. I do not know what the general economy is, 
but railway wages and salaries are somewhat higher or somewhat 
lower than other wages and salaries in what might be 
called urban industries as compared to agricultural. 

I do not think there is any reason to complain about 
railway wages causing high freight rates on wheat. There is 
no more reason to complain about that than to complain about 
the wages in a combines factory making high prices- for 


combines. 


After all, the railway worker is no more a sinner in that 
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respect than the others. With due respect to the fact that 
we have sometimes found it necessary to point out that 
railway wages are, perhaps, on some occasions, a little high. 

We have tried to rub it into our workers as best we 
can that we must not let railway wages and salaries get out 
of line with the general economy. We are doing everything 
we can, but even after that we are faced with a condition - 
not a theory - that we have to pay these wages. 

To Say that we have never sufficiently tried to resist 
these requests for higher wages just is not true, and it 
should not have been said. No one who wrote that could 
possibly have looked at the record. 

The last increase in railway wages was a matter of 
public knowledge, and there could not be anyone in the room 
who is not familiar with what happened. 

The argument reached such a point that at one stage 
the railway management had engaged in most elaborate and 
costly provisions for dealing with the suspension of rail- 
way service as a result of the strike. 

For example, the guests in the Chateau Laurier Hotel 
were notified that they must be prepared to leave. And the 
guests at the Banff Hotel were notified that they were to 
move; and we had trains waiting to take them to the border 
pefore the dead-line of the strike. 

We called in the unions and explained to them the 
necessary operations to make a shut-down possible, and 
with their co-operation, aoe arrangement had been 
made for a complete shut-down and it was only at the last 


moment, and with the greatest difficulty, that a compromise 


was arrived at. 


THE CHAIRMAN: Have we not had that already? 


~ ROLTS = Mr. Armstrong in.ch 


MR. SINCLAIR: I think Mr. Crump dealt with it, 
1f you will recollect. 

THE CHAIRMAN: Yes. He gave us that. 

THE WITNESS: Shall I make a statement? 

THE CHAIRMAN: You make the statement that the 
railways did not resist properly to the demand. 

MR. SINCLAIR: This Brief was prepared after the 
explanation had been made before this Commission by a 
senior officer of the Company, and when others of interest 
were present. Now, have you any further comments on that 
paragraph, Mr. Armstrong? 

THE WITNESS: Yes. We are at the present time 
engaged in the most serious attempt to resist certain demands 
that are being made. 

We have a large staff of officers busily engaged in 
producing evidence before at least two Boards. The con- 
ciliation Board dealt with the wage increases to the 
extent to which they were asked. 

THE CHAIRMAN: How far have these proceedings 
gone? 

MR. SINCLAIR: I think the rebuttal statements 
have been made and heard. I think that is as far as it has 


gone. 


MR. SINCLAIR: There are two separate boards 
of arbitration? 

THE CHAIRMAN: With the same Chairman? 

MR. SINCLAIR: Yes, but the other two members are 
different. And written submissions were 
presented, and now, in accordance with a ruling, -the 
rebuttal statements, which were also printed, have been 


made, and I think that is the situation now. 
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THE CHAIRMAN: Thank you. 
MR. SINCLAIR: Q. Now, Mr. Armstrong, would 

you please comment on that statement that the railway wage 
levels should be fairly related to that of those who pay 
the freight? And I take that statement from the last 
paragraph on page 11, I mean from the incomplete paragraph. 

A. Railway wage levels should be in accordance with 
the economic levels in general. Freight charges are not 
paid by one particular group of a community. They are paid 
by the community at large, and in some cases they are paid 
by others, in other countries. 

The railway has to adopt a general policy of trying 
to keep all their wages in relation to the incomes of the 
population in general. They cannot expect, for example, 
that railway wages can be, let us say, in the case of 
railway workers moving wheat, halved, simply because the 
price of wheat is halved. We cannot distinguish the amount 
of time a man spends moving wheat from the amount of time 
he spends moving, let us say, harvest machinery, so we cannot 
say to a man: you must take less wages because you are 
moving wheat. But we can say: let us try to get. our wage 


structure in general accord with the wage levels in the 


country at large. 


(Page 18182 follows) 
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Q. Now, continuing in thet peregraph eat the bottom 
of page 11, end going over on to page 12, I quote from the 
brief -- this is the pool brief -- as follows: 

"The Western farmer is not sotisfied that this duty" -- 
thet is, of keeping railway weges in accordance with the 

wages of those who pay the freight -- 

"has been fulfilled. Past wege increases have been 

made the besis of applications to the Board of Trans- 

port Commissioners for increased freight rates." 
Would you please let me have your comment on that? 

A. Well, that is quite well known, that the western 
farmer is inclined to grumble sbout this, but what else sare 
the railway companies to do than they ere doing? Can they 
do otherwise, when a wage increase is obtained by the usual 
processes of collective bargaining, in which we all believe 
so firmly, and which I do not think anyone is going to deny? 
Are we going to then say that because s wage increase has 
been incurred the railway companies cannot be compensated 
for it? What else could they do but ask for a freight rate 
increase as a result? The story goes on here to say that 
before they ask for an increase they should re-examine 
their wage and salary structure. 

Q. That is et the very lest of the top incomplete 
peregrapnh,. 

A. Now, suppose you said to the western farmer that 
before he demands a higher price for wheat or s lower 
freight rate on wheat he should re-examine the structure 
of farm wages and costs. Well, of course he is going to 
re-examine it all the time, with the ides of meking snother 
dollar, but equally surely he has got to face the costs 
that he has to face. If it costs him so much for a hervest- 
ing machine, he is going to have to pay thet, and telling 


him thet the harvesting machine compeny is charging him 
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more than he ought to pay 1s not going to help him. 
Telling me that railway workers sre asking more then they 
ought to ask according to farm opinion is not going to 
help me, We are going to have to pay the wages,and the 
farmer 1s going to have to pay for the combine, and we will 
have to pay the prices for both those goods, economic 
g00ds, which ore established by the usual processes of the 
merket, 
Q. Now I want to read to you the first complete 
peragraph on page 12, 
COMMISSIONER INNIS: Before you start: 
Q. Has there been any breakdown between Wages and 
salories? 
A. In the case of the Canadian Pacific? 
® e0mwesy 
A. Oh, yes, Mr. Liddy has all kinds cf figures on 
that, It is a case of arriving at what you mean by 
Salaries, you know -=- supervisory officials, 
Q. How does it compere? 
A. I am sure we could file something, couldn't we? 
MR SINCLAIR: I think there was some evidence on 
that in one of the rate cases. 
COMMISSIONER INNIS: The Cansdian Netional too? 
MR SINCLAIR: What do you meen by breakdown, Dr. 
Innis? 
COMMISSIONER INNIS: Well, as to what proportion 
would be wages and what proportion would be salaries, 
MR SINCLAIR; You mean as affected by these wage 
negotiations and wage increases? 
COMMISSIONER INNIS: No, as I would suppose is 
meant in thet sentence: 
"Tt is submitted that before such a course of action 


is even contemplated, the Railways should re-exsmine 
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their wage end Salary structure," 

I do not know what they meant, but it seems they had two 
things in mind. 

MR EVANS: I do not think I have ever seen 2 
breakdown between those who could be considered on a 
straight Salary and those who sre paid other than by Salary, 
but the usual breakdown occurs at a level in these wage 
negotiations of Say 3 chief clerk and downwards. SThe 
Supervisory group is above, and the other group is involved 
in these wage negotistions. When the wage increase of we 
will say 17 cents an hour was awarded, those in the group 
of the chief clerk sand under, including clerical, who sre 
on salaries, those who are on an hourly pay basis, and 
those who are on 3 mileage basis, all got 17 cents an hour 
or the equivalent, Now, a special edjustment was made in 
the salaried classes, depending upon the salary arrenge- 
ments, but not necessarily tied to the 17 cents, 

COMMISSIONER INNIS: Have those figures been 
presented to the Board? 

MR EVANS: I do not recall that they have, There 
was one exhibit filed, I think, in the last rate case--- 

MR MACPHERSON: The breakdown, Mr, Evens, I think 
wes between organized sand unorganized; thet is the breakdown. 

MR EVANS: I think Mr. MsecPherson is quite right; | 
and there was a breakdown in groups. 

MR MACPHERSON: The finel determination of the 
20% Case, that was an exhibit. 

MR EVANS: But I think fundamentally, Mr. Moc- 
Pherson -- correct me if I am wrong -- the division there 
was those who were directly the beneficiaries of the in- 
crease that had been negotiated and those who were the 
indirect beneficiaries of it. My recollection of it was 


that the very lerge proportion of the totel wage bill was 
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in those directly benefiting. I ean look thet exhibit up. 

COMMISSIONER INNIS: Does the Canadian National do 
the same? 

MR EVANS: TI have forgotten. They said not, 

THE CHAIRMAN: Isn't this stotement in the brief? 
Doesn't it merely mean this, that the railways should go 
over their whole wage list end salary list and see whether 
they cannot effect economies there thst would take the 
place of the freight rates? 

THE WITNESS: I think so, 

MR EVANS: I think so. 

THE CHAIRMAN: Then of course you say that these 
wages and so on ere the result of transactions where you 
did resist, end you hed to accept them. 

MR SINCLAIR: Quite so. 

THE CHAIRMAN: In that case it would not be much 
use going through them. 

MR EVANS: There is an interesting fact, that 
during the depression there was 2 series of Wege decreases 
put into effect. 

THE CHAIRMAN: Yes, I remember that, 

MR EVANS: And those were restored over 3 period 
of years as conditions got somewhat better. I rather 
suggest that thet indicates that the company is awere of 
the desirable saving to be achieved through revisions 
both--- 

COMMISSIONER INNIS: That was parallelled by the 
increase in salaries, too, during the depression, 

THE WITNESS: Yes. 

MR EVANS: Well, I suppose there are normal 
progressive increases as seniority may demand or as posi- 
tions changed, but those saleries that would attach to a 


perticulsar position were rated lower. 
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THE CHAIRMAN: I think it is time to rise. 


MR SINCLAIR: My lord, I think this might be a 
convenient time to file the breaking area, the breaking 
point erea map thet was discussed this morning. I have one 
copy for my friend Mr, MacPherson, that I em sure he will 
treasure end show to his friends in the same interest. 

THE CHAIRMAN: Are you making an exhibit of it? 

MR SINCLAIR: Yes, I thought that it might Ge 
better. 

~--EXHIBIT 209: Map of Canada, marked out in 

zones, Showing rates on grain 
and grain products. 

MR SINCLAIR: Q. Again looking at the pool brief 
for just a moment, Mr. Armstrong, this peregraph on page 
12, the first complete paragraph, reads: 

"The great proportion of the consumer goods used 
in the West sre produced in the East, end the Trans- 
portation charges for these goods are passed on to the 
Consumers, and the farmer, the heaviest consumer, is 
dlready bearing the full brunt of these charges and all 
increases in them. Because he is farther in terms of 
rail miles from the world markets than are his com- 
petitors, he must himself ebsorb a very substantiel 
part of the cost of transporting his grain to market." 

THE CHAIRMAN: I note es you resd that thet, for 
the first time, I think, we are not told all of the cost . 
It says here that he must absorb a very substantial part 


of the cost, 
MR SINCLAIR: Yes; that is why I am pointing it 


up, my lord. 
THE CHAIRMAN: Whose brief is this? 
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MR SINCLAIR: This is the pool's brief. 

THE CHAIRMAN: Perhaps we are erriving at thet 
compromise that I have been praying for between the shipper 
end the consumer as to who pays. It is stated here that 
he pays a very substantial bert oG it 

MR SINCLAIR: Then we come to the next sentence: 
"The Western whest farmer buys on the basis of cost 
plus freight while he sells his grain on the basis of 
world prices less freight." 

THE CHAIRMAN: You sre back to the same thing 

again, 

MR SINCLAIR: I just point up, right in one pere- 
graph of that brief, I just point up that little whet might 
be called inconsistency -- might not; may require some 
explanation. 

THE CHAIRMAN: It occurred to you too, did it? 

MR SINCLAIR: Yes; I have got it marked here too, 
my lord. 

THE CHAIRMAN: "The Western wheat fermer buys on 
the basis of cost plus freight while he sells his grain 
on the basis of world prices less freight." 

MR SINCLAIR: Yes; and you will recollect, I 
think, Dr. Locklin's evidence in connection with the state- 
ment that the fermer pays the freight on everything he buys. 
and everything he sells. 

THE WITNESS: Do you want my comments? 

MR SINCLAIR: He denied that. 

THE CHAIRMAN: We know that Mr. Armstrong does 
not sgree with this. 

MR SINCLAIR: Oh, no. I was asking him if he had 
anything to add to what he has already stated in connection 


with that. 
THE WITNESS: I could re-stete everything I heve 
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SRG TUR Eiiecon ye thing bint een Uaaite might odd a 
little light is the reference to Professor McDougall's 
evidence yesterday about the amount of freight increases, 
for example, which were passed on to consumers by dealers. 
It appears at 146 to 158 of our Submission. As Professor 
McDougall Said, we had these two men go out and do the 

best they could to find out the facts of the case, and they 
came back -- they certainly were given no instructions as 
to what to find; they were told what to look for, and they 
came back and they told Us, no, you can't prove it, you 
can't show exactly what is passed on. I think farmers sre 
no different from anyone else; sometimes they pay 3211 the 
cost of what they buy, like consumers in general do, 
other times they do not pay at all, sometimes the menu- 
fecturer sbsorbs some, and so on, The error in this 
thinking is that you think of the farmer as always paying 
everything, the freight rates on everything that he sells 
and everything that he buys. Well, that would be s most 
unusual situation, and one that T do not believe exists, 

I think, broadly Speaking, he pays the freight rate on what 
he buys, and, broadly speaking, he does not pay the freight 
rate on what he sells, 

MR SINCLAIR: Q. I am now going to turn to the 
brief of the U.G.G., the United Grain Growers. Again, Mr. 
Armstrong, I take it that you have read it, studied it, the 
U.G.G. brief? 

a, “Ue herve, eies 

Q. In large measure it presents erguments similsr to 
those that we dealt with in the two briefs that we have 
considered, ae I would ask you to turn on that brief to 
item 12 -- this is s numbered peregraph brief, in factum 
style -- psge 12, item 12 or peragraph 12, and ask you, 


looking sat that paragraph, which seemed to be underlining 
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the difficulties of the western farmers in periods of 
distress? 

A. This is really a Statement of the psychological 
attttude of the farmer, isn't it? That wes the subject of 
the most complete agreement this morning between Mejor 
MacPherson and myself, The farmer thinks that this is all 
8 case of his being robbed if the Crows Nest rates are 
raised and so on. It is psychological. Remember that 
there is justification for it if there was ever jJustifica- 
tion for wrong thinking on the part of human beings. 

Q. You mean on account of the great and terrible 
Stress that the western farm population went through, with 
the combination of economic difficulty and climatic 
adversity? 

A. There can be no doubt about it, Mr, Sinclair: 7% 
was one of the most appalling events in economic history, 
end I certainly eam the last to eriticize western farmers 
for being sceptical, when even ss honest amen 3s myself 
tells them that something is not going to hurt them. They 
have been hurt, but thet does not change the fact that I am 
telling them the truth, you see, 

Q. Quite so. 

A, All I can tell them is, once again, that they were 
not being hurt by freight rates then, they were being hurt 
by 3n unkind world. 

THE CHAIRMAN: What they are saying right here is 
that if freight rates had been increased then they would 


have been hurt. 


THE WITNESS: I do not think they would have been 
then, 

THE CHAIRMAN: Q. You say if rates hed been in- 
creased then, that increase would simply have been sdded to 


the price, and they would have got the same thing anyway? 
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A. May I say, Sir, I am not attempting to give you 
the details of my discussions with my clients at any time, 
but if anyone hed asked me et any time during the great 
depression on the western plains whether this Was 2 
propitious time, even if we could get permission to raise 
the Crows Nest rates, whether it was 9 propitious time 
to raise them, I would have said, "Look, the fermer is 
wrong. This is not going to hurt him, but he thinks it is 
going to hurt him." Now, the farmer of Western Canade lost 
more more money out of being frightened in those years of 
the depression then he did out of anything else, 

Qi. Yes orl know; that is argument, Wheat you sare 
telling me is the fact, is it, thet an increase in the 
rates if it had been made would not have affected the price 
of wheat to the farmer? 

A. I think I can finish my Statement. It might have in 
this sense, that so desperate was the psychological condition 
of the farmer at the moment thot anything that looked like 
another burden thrown upon him, even if incorrectly, you see, 
might have sdded to that fright which led him to become go 
weak a seller. | 

Q. Added to that price? 

A. To that fright, that slerm. 

Qs Fright? 

A. That alerm which caused him to be so weak 3 Seller, 


Q. Perhaps I used the word "fright"; I meant to use the 


word "price", 
A. No, I am saying that. 
Q. The statement made here is that if there had been an 


increase in f:reight rates it would have further reduced the 
price of wheat to the farmer? 
As Lane tine indirect sense, sir, very indirect sense, 


and I hope you will be patient with me on this point. During 
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the grest depression in prices of wheat, I have argued 
for years, and I continue to argue, I think with ample 
evidénce to show that I was right at sa time when it was 
not @ popular Sstend, that nothing was worse as a factor in 
reducing the world price for wheat than the undue elarm of 
the western farmer, which leq him to feel that he was 
ruined and that he had-to let his whest go for whatever it 
would bring. Now, I do believe that thet psychological 
factor aided in depressing the price of wheat. 

MR SINCLAIR: Q. You Say that because the buyer 
was taking advantage? 

A. Exactly. I used to 80 over to London and they 
would say to me, "Look, what are you talking about? The 
farmers in Western Caneda, the grain trade, the pools, the 
government of Canada, all tell us that the world is 
flooded with wheat and that the former is lucky to live, 
and you say that is not so," Well, I say, I am alone, but 
Str tit think Tam right. Now, if at that moment the good 
friends of the farmer, including the Canadian Pacific Rail- 
way, had undertaken to do something which frightened the 
farmer more, even if he were unduly end unjustly end im- 
properly frightened, it would have been perhaps a further 
contribution to breaking the market for whest, so in that 
indirect sense the statement is true, but in the direct 
Sense thet it would have been a direct market factor, oh 
no, it is not true. 

THE CHAIRMAN: Q, Then it would not be s factor, 
We ere back to where we started from. An increase in 
these freight rates would not have effected the return to 
the farmer for his wheat? 


A. Except in that indirect fashion, thet it might 


have alarmed~hinm, 


Q. Well , leaving that--- 
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A. Directly, no, 

MR SINCLAIR: Q. Now, Mr. Armstrong, you heve 
indicated some of the differences between the wheat-growing 
economies of Cenada and the United States so far as trans- 
portation is concerned, end you heve put forward the view 
that at least some of the briefs of the western interests 
that have been filed with the Commission have misinter- 
preted the comparison. I sm going to ask you to enlarge 
on the subject of the general comparison between the 
wheat-growing economies of the two countries 3s far as 
freight rates on wheat affect them, sand in perticular to 
deal with the point that Mr. MacPherson emphesized during 
his cross-examination of Mr, Jefferson, namely, that 
point that he put so Strongly to Mr. Jefferson about the 
inter-mountain wheat in the United States? 

A. The Oregon, Washington and Idsho crop. Well, I 
think that this whole Subject really can only be under- 
Stood, what I om going to say, if in following it use is 
made of a small outline map of the United States which I 
have had prepared and now should like to file, 

MR SINCLAIR: I would like to file this es an 

exhibit, my lord, It will be Exhibit 210. It is an 
outline map of the United States, showing the states, snd 
on certain of the states there are figures. = think 16 
can be described as 3 map of the United States, showing 
in accordance with the legend the 1947 wheat crop in 18 


chief producing states, in millions of bushels. 


---EXHIBIT 210: Map of United States - 1947 
Whest Crop in 18 chief producing 
states, in millions of bushels, 
MR SINCLAIR: Opposite the figures are letters, 
W and S, W indicating winter wheat in millions of bushels, 
and S indicsting sprimg wheat in millions of bushels, 


MR MACPHERSON: Is this 1949 production, Mr, 
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Sinclair? 
MR SINCLAIR: 1947 production, 

Q. Now I would ask you, Mr. Armstrong, to speak to 
this exhibit 210 ana tell us what it shows? 

A. You will notice that this exhibit Shows the pro- 
duction in the 18 chief producing states in thet year, 
They accounted for 924 per cent of the total production. 
2 ce riots attempt to deal with any state which produced 
less than 20 million bushels, because, after Sil, I eoule 
keep you here for weeks while I chased down whet happens 
to a patch of wheat that is grown in Arkansas. I am deal- 
ing only with those States which produced more than 20 
million bushels in that yeor, Now, 1947 1s not chosen for 
any reason of malice, but because it happened to be the 
only year for which T had figures in detail svailable 
which I thought I coulda use. I have since then obtained the 
1948 and 1949 figures in 4 Similar wey and looked them over, 
end, while of course there is 9 change from one year to 
another in different States, I am inclined to feel that you 
cen depend on the 1947 map as being illustrative of the 
crops that have been going on for the last seven or eight 
years, with the exception that it happened to be a parti- 
cularly large one, 

Q. You say that 1947 wos an exceptionally heavy yield 
in the United States? 

A, 1,365 million bushels, Now,*if you will look at 
that you will find that there ere certain states which pro- 
duce overwhelmingly of spring wheet -- I mean of winter 
wheat, and one region, one group of them; ‘F-would say, 
consists of Kansas, Texas, Oklahoma, Nebraska, Colorado, 
Ohio, Indiana, Michigan, Illinois and Missouri, 


Q. Now, those states that you have named you say form 


one region? 
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A. Yes, I would like to call that region A for the 
purposes of this study. Those sre the states which are 
Situated, Generally speaking, in or Closely tributary to 
the great central plain of the United States, otherwise 
known as the Missouri-Mississippi River Valley. In 1947 
these states produced 829 million bushels of winter whest 
and 4 million bushels of Spring wheat, or a total of 833 
million bushels or 61 per cent of the total United States 
erop. in 1947. 

Q. Now would you discuss the wheat-growing economy 
in that region? 

A. The plant oecology, which doesn't mean anything 
more than the conditions under which the wheat grows, is 
not uniform there, There is &8 great distinction between 
the moisture in the plains east of the Mississippi and 
the drier plains to the west, there is a distinction in 
agrarian economy, cultural practices and so on, between 
states, but merketwise, from the standpoint of market, I 
am inclined to think that we do no violence to the facts 
of the case by Suggesting that all the whest of that 


erea, being all winter wheat, is lergely interchangeable, 


with due respect for such considerations oes that wheat from 


Missouri will be more likely to be fed, because of its 


quality, and the wheat from Kansas will be more likely to 


be milled. 
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Q. What would you say as to the general markets 
for this wheat from the Winter wheat area, the Missouri 
and Mississippi valleys? 

AY A proportion of the wheat grown in that area 
will be retained on farms for feed and seed, &@ unusually 
large proportion because of the fact that that is a very 
highly intensive livestock area, and in a livestock area 
there is a tendency to use more wheat especially of 
Winter wheat types. Quite a bit of it will be used there 

locally in the district for flour and mill feed, 
that will be very largely not shipped by rail at Bll, 
it will be moved by motor trucks Chiefly, from the farms 
to small towns and other milling points. 

Q. Do you know whether the rates on that would be 
around half a cent a bushel? 

A. I fully expect that when the bulk of the crop 
will be sold out of the region as wheat flour, mill feeds, 
for consumption in the more thickly settled portions 
of the Union, or for export. Now, the part which is 
exported will move out chiefly by two channels, one, 
the Great Lakes-St. Lawrence Waterway from Chicago and 


Other ports including Duluth, in some cases for some of 


it. 

Q. And the other route? 

A. Will be the ports in the Gulf of Mexico, 

Q. And what happens to the wheat shipped by the 
Great LakeseSt. Lawrence Waterway? 

A. That will move to Duluth, Chicago, or other 
Lake ports. It will move by inland water, perhaps even 
by the Canadian summer and winter ports in the East, out 
of Montreal and Halifax and Saint John, but more usually 


it will move out by the United States Atlantic ports 
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ranging from New York, Baltimore, Philadelphia and 

& few smaller ones. This grain will come to the Great 
Lakes by rail and then will move from Upper Lake Ports 

to Buffalo for furtherance to Seaports., A lot of it 

will be milled in Buffalo after that journey for further- 
ance as flour to the great consuming centres of the 
Eastern United States. 

Q, I would like you to put on the record, Mr. 
Armstrong, some representative rates for the rail 
movement of this wheat that we are discussing. 

A. I would like to say that from now till the 
end of this discussion of the United States economy, 

I propose to use rates expressed in cents per hundred 

pounds to save confusion, and that I shall not further 
undertake the useless repetition of saying per hundred 
pounds. Each rate I quote will be a rate per hundred ' 
pounds in cents. 

THE CHAIRMAN: Have we not already had all 
that? 

MR. SINCLAIR: No, sir. This evidence should 
be most helpful to the Commission because it is directed 
to pointing out why we say that you can compare wheat 
in the United States and in Canada, and,in particular, 
to assist the Commission in assessing the viewpoints 
put forward mainly through Mr. MacPherson but also 
through some of these briefs: "Why talk about the United 
States wheat, that is winter wheat, it is ridiculous 
to come along with this kind of comparison." I think 
it should be most helpful to the Commission to have, 
and I propose with your consent to have Mr. Armstrong 
develop with some considerable detail the movements 


from these three economies, these wheat areas in the 
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United States where the wheat because of its markets 

and the rail rates, because you will recall Mr. MacPherson 
talking about the short Wheat haul from the inter-mountain 
statés, "Why, the State of Texas is right on the sea, 
practically," according to Mr. MacPherson, wheat moves 
practically for peanuts down there and the State of 
Washington is right there at the seaport as compared with 
the Saskatchewan farmer in the middle of this great land 
mass, who has to move his Wheat these great distances 
to market. 

THE CHATRMAN: You want to show where the wheat 
moves to and the freight rates? 

MR. SINCLAIR: Yes, sir. 

THE CHAIRMAN: Is there any importance in the 
prices the farmer in the United States gets? 

MR. SINCLAIR: We know the United States have 
been assisting their farmers, that is pointed out in one 
of these briefs, but in addition to that assistance, 
and apart from that assistance, the prices being received 
by the American farmer for his wheat have been higher than 
they have been under the Canadian Government. 

THE CHAIRMAN: I am talking of the period before 
the war under open market conditions, how did prices vary 
then as between Winnipeg and Chicago? 

THE WITNESS: In that period there was a very 
Close relationship. Sometimes Winnipeg would be above 

varied 
Chicago, sometimes lower. They from time to time. 
There was a relationship and the general tendency was 
for United States wheat to be below Winnipeg. 

THE CHAIRMAN: My point is really this: were 
these United States shippers paid Chicago prices less 


freight? 
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MR. SINCLAIR; Yes, sir, they have their markets, 
I think in some of the American rates, they take a 
Minneapolis price less freight or a Kansas City price, 
or Galveston, Texas, but I think, sir, that we are pre- 
pared to show, and I think thet this should be, as I 
say, I can hardly understand it to be a surprise to my 


friend, but the impression was left here during the cross-~ 


‘examination of Mr. Jefferson that the American farmer 


was a singularly fortunate individual in the fact that 
he had such short hauls to water for his wheat. 

THE CHAIRMAN: To water? 

MR. SINCLAIR: Yes, either the Gulf Waterway, 
and again I emphasize this, a particular inter-mountain 
wheat area where there is @ considerable development of 
white wheat. 

THE CHAIRMAN: It may be worthwhile looking 
into this question of prices, 

Have you done that, Mr. MacPherson? 

MR. MACPHERSON: I propose to file information 
on that. 

MR. SINCLAIR: I suggest if Mr. MacPherson 
is going to file information, he could let me have it 
now so I can take a look at it tonight. 

MR. MACPHERSON: I think I will have it in such 
form as I can show you tonight. 

THE CHAIRMAN: Yes, the sooner, the better. 

THE WITNESS: It will be noted that Kansas 
alone accounts for over 20 per cent of the whole United 
States wheat crop. This is a winter wheat state in this 
region we are discussing. 

THE CHAIRMAN: How does that compare with 


Saskatchewan? 
(Page 18202 follows) 
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THE CHAIRMAN: How does it compare to Saskatchewan? 
Saskatchewan has done better than that sometimes? 

MR. SINCLAIR: Oh, yes. Ido not know. I think 
we have some figures here. 

THE CHAIRMAN: Saskatchewan is generally much 
better than that, I think. 

MR. SINCLAIR: Better than two eight seven million. 

THE WITNESS: I would not think much better. 
It cauld not have be@n much better. I feel quite positive 
of that. 

MR. SINCLAIR: What is the Exhibit? 

THE CHAIRMAN: What about 1928. 

MR. FRAWLEY: In 1928 it was 303 million 
for Saskatchewan. 

THE CHAIRMAN: Yes, and what about in a more 
recent year? 

MR. SINCLAIR: The highest in recent years was 
1942, when it was 335 million. Then it went down to 168 
million in 1945. I have been looking at page 103 of 
the Appendix to Part I of the Canadian Pacific Brief 
where it shows the Saskatchewan production. 

THE CHAIRMAN: I think that is right. The highest 
Saskatchewan yield up to date is 335 million bushels. . 

MR. MacPHERSON: That is right, 1942, my lord. 

COMMISSIONER INNIS: What about 1947? 

MR. SINCLAIR: It was 103 million. And in that 
year, I think it might be of interest to know, Alberta 
had 103 million and Manitoba had 43 million. 

THE WITNESS: Starting with Kansas points, we 
picked some in order to give the main shipping points at 


what we regard as duplicate distances, distances which we 
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could compare with similar distances in Canada if necessary. 
I shall not make a comparison between individual rates 

in the States and similar rates in Canada. I am merely 

trying to build up the whole United States rate picture 


as against the whole Canadian rate picture. 


From Holliday to BHeRiEo., a distance of 465 miles, the 
rate is 57¢. 

From Salina, Kansas, to Chicago, a distance of 669 miles, 
the rate is 50¢. 

From Hartland,Kansas, to Chicago, a distance of 869 
miles, the rate is 59¢. 

From Holliday, Kansas to Duluth, a distance of 768 
miles, the rate is 50¢. 

From Salina, Kansas, to Duluth.,a distance of 963 
miles, the rate is 63¢. 

From Hartland,to Duluth, a distance of 1,173 miles, 
wheat has been known to move at a rate of 72¢. 

From Medill, Missouri, to Chicago, a distance of 
264 Miles, the rate is 263¢. 

From Medill, Missouri, to Duluth a distance of 728 
miles, the rate is 56a¢. 

MR. SINCLAIR: Q. As to these rates you are 

giving us, are they rates which are presently in effect? 

A. Yes, they are rates which are presently in 
effect, and I would draw attention to this: I am not going 
to make comparisons all the way through. 

You will note that the rate from Medill, Missouri, 
to Chicago, a distance of 264 miles, the rate was 26s¢; 
which was #¢ per hundred above the rate from Edmonton or 
Calgary to Fort William. 

COMMISSIONER INNIS: Is it possible that wheat would 


be shipped from Kansas to Duluth? 


HH 
- 18204 - Mr. Armstrong in.ch 


MR. SINCLAIR: Some of it does move that way. 

COMMISSIONER INNIS: But does very much? 

MR. SINCLAIR: Oh, no, we are not saying that 
that is the way the main movement is, 

THE CHAIRMAN: Q. Could Mr, Armstrong tell us 
where the Kansas wheat goes? 

A. It goes everywhere in the United States for all 
sorts of purposes. 

Q. I did not mean that. Is much of it shipped to 
Chicago? 

MR. SINCLAIR: No, sir. I think you would find 
it would go to the Gulf Ports. 

THE CHAIRMAN: Are you giving us rates to the 
Gubf Ports? 

MR. SINCLAIR: Yes. 

THE WITNESS: Now we will have some rates to 
the Gulf Ports. A great deal of the wheat goes to the 
Gulf, Ports. 

MR. SINCLAIR: Maybe we could go to New Orleans, 
first? 


A. Tuscola, Illinois, for a distance of 776 miles, 


the rate is 39¢. 


Pine Bluff, Arkansas, for a distance of 420 miles, 
the rate is 263¢. 

I did not find any export rates to ports in the 
United States under 263¢. A great deal of the grain 
exported from this area goes out via Galveston, Texas. 

It might be of intere5t to the Commission to give 
them a fair picture of this as well. Note that in most 


years Galveston and Houston are combined. 


MR. SINCLAIR: Q. You mean Housten., Texas? 
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A. Yes. Galveston and Houston are one port for all 
practical purposes. They handled more than 25% of the 
total exported from the United States, and more than the 
total exported from New York, Philadelphia and Baltimore. 
That is quite startling. There is an enormous movement 
there. That is the way Kansas and Texas wheat goes out, 
by New Orleans, : by Galveston, and Houston, which is 


even more important. 


THE CHAIRMAN: Q. Does it go all by rail? 
Or does it go by river? 
A, Some goes by rail and some goes by river. But 
the most of the movement, we understand, is by rail. 

MR. SINCLAIR: Q. These are the rates for 

export on grain movements? 
A. That is right. 

THE CHAIRMAN: Does that mean that they are 
lower than the domestic or higher? 

MR. SINCLAIR: The evidence is that there are 
rates in the United States for domestic movements within 
certain areas. 

THE CHAIRMAN: You are going to give us the 
export rates? 

MR. SINCLAIR: Yes. 

THE CHAIRMAN: Which are lower than the domestic? 

MR. SINCLAIR: Yes. 

THE WITNESS: Quite! 

THE CHAIRMAN: All right. 

THE WITNESS: To Galveston the rate from Rutledge, 
Missouri, a distance of 1242 miles, is 36¢. 


From Newton, Kansas, for a distance of 776 miles, 


the rate is 55¢. 
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From Standart, Texas, for a short haul of 120 miles, 


the rate is 523¢. 

From Purcell, Oklahama, for a distance of 420 miles, 
the rate is 523¢. 

The domestic rate for movements to the Gulf Ports 
run 25% to 30% higher than that, and they scarcely come 
into this arguement. 

MR. SINCLAIR: Q. Would those rates illustrate 
the prevailing rates in what you have described as region 
ale 

A. I think so. I say that where wheat from region "q" 
is moved to Minneapolis for furtherance to domestic 
markets, the rates will be on the domestic basis and, again, 
higher than those export rates I have been quoting. 

I think that is a fairly good picture of the rates on 
export movements and domestic movements, as they affect 
the wheat from that great area I have described. 

Q. What is the next region you wish to discuss? 

A. The next region which I shall call "B", consists 
of spring wheat deliveries in the states of Minnesota, 
North Dakota, South Dakota and Montana. 

In this area plant ecology and agricultural economic 
conditions are uniform, generally speaking, as in the same 
sense as in our own Prairie Provinces. 

While the type of the wheat is mostly hard spring, 
nevertheless one part of Manitoba grows a very excellent 
grade of winter . . wheat. 

Q. What was the production in this area for 1947? 

A. For region B in 1947, the production was 32 
million bushels of winter wheat; 253 million bushels of 


spring wheat, making a total of 285 million bushels, which 
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amounted to 1% of the total United States wheat crop. 

Q. Of the total United States wheat crop? 

A. Yes. 

Q. And what, in general, is the normal market for 
the wheat from this region? 

A. This wheat is high grade marketing wheat, and as 
the Provincial Submissions and the United Grain Growers! 
Submission - - 

Q. You mean the three Prairie Provinces on grain? 

A. Yes; it is in active demand for marketing in the 
domestic market in the United States, although it is not 
enough to fill that market. 

Some of it is used on farms for feed and for seed, and 
I think it would be reasonable to say that the proportion 
of it which is used for feed and seed would be about the 
Same aS in the Prairie Provinces, because the type of 


agriculture in the two regions is not unlike. 


So a small proportion of it would be milled for local 
consumption in the Spring Wheat States. 

The Canadian Pacific Submission has demonstrated.... 
That would be in our Brief, Part I, page 43. 

A. That the percentage of non-agricultural to the 
total population in the Spring Wheat States is considerably 
less than in our Prairie Provinces, and it is decreasing; 
while the percentage in our Prairie Provinces is larger 
than in the Spring Wheat States, it is increasing; sO 
that means that the percentage of the wheat crop milled 
locally for local consumption will almost certainly be 


less in the Spring Wheat States than in our Prairie 


Provinces. 
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Q. That is a trena you are talking about? 
fia) Yes. 
THE CHAIRMAN: How does the present population 
compare in those two cases? 
MR. SINCLAIR: We have put that in in Professor 
McDougall's submission. 
THE CHAIRMAN: Very well. You can let us have it 
tomorrow morning. 
We shall adjourn now until tomorrow morning. 
~--At 4.45 p.m. the Commission adjourned until tomorrow, 


Thursday, March 16, 1950, at the hour of 10.30 o'clock 
in the forenoon. 
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